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FINANCIAL HIGHLIGHTS
in Euro

{In thousands of Euro, except share data)

Years ended December 31, - 2003 2004 2005

Operating Results Data

- Revenues i 44,757 89,326 80,583
- Research & Development Expenses 4,506 8,885 11,294
- Incorme from Operations [EBIT) 5,868 27,479 17,312
- Net Income 5,327 20,466 13,503

Balance Sheet Data

- Total Assets 69,729 97,026 122,527
- Stockholders' Equity 54,052 72,908 89,081
- Working Capital 45,413 60,957 78,061
- Cash and cash equivalents 29,530 42,179 50,728

- Financial debts 5,818 5,171 4,490

Cash Flow Data

- Cash flow, defined as net income

increased by non-cash items 5,434 25,529 16,191
- Net cash from operating activities 5,067 - 21,245 9,564
- Net cash from investing activities (326} 17,719 (731)
- Net cash from financing activities  [620) (561) (543)
- Depreciation and Amortization 764 1,356 2,080
Ratios
- Gross Margin 56.7% 60.8% 61.0%
- EB{T/revenues 13.1% 30.8% 21.5%
- Net incame/revenues 11.9% 22.9% 16.8%
- Net income/total equity (ROE) 9.9% 28.1% 15.2%

- Total equity/total assets 77.5% 75.1% 72.7%
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(In thousands of Euro, except share data)

Years ended December 31, 2003 2004 2005
General
- Weighted average number of shares 10,507,810 10,517,187 10,534,372
- Free float {(December 31) 64.5% 74.5% - 79.6%
Per Share Data in Euro .
- Revenues 4.26 8.49 7.65
- Incame from Operations (EBIT] 0.56 2.61 1.64
- Cash flow, defined as net income increased

by non-cash items 0.52 2.43 1.54
- Basic earnings 0.51 1.95 1.28
- Gross dividend - - -
- Cash and cash equivalents 2.81 4.01 4.82
- Bookvalue per share 5.14 6.93 B.46
Euronext -
- Average daily volume 9,938 25,111 19,958
- Price {December 31} 14.34 21.6 29.7
- Market capitalisation [December 31) 150,681,995 227,171,239 312,870,848
- Price/earnings {December 31) 28.29 11.10 23.17
- Price/cash flow [December 31) 27.58 8.89 19.28
- Price/bookvalue (December 31] 2.79 3.12 3.51
Stock price information 2004 2004 2005 2005

High Low High Low

Quarter 1 26.59 14.40 21.97 18.15
Quarter 2 27.50 21.50 22.68 19.40
Quarter 3 25.55 16.12 31.2% © 2135
Quarter 4 22.00 15.75 30.50 26.11
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FINANCIAL HIGHLIGHTS
in U.S. Dollar (For information purposes only - unaudited)
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2005 was a very busy year for ICOS during which we enhanced and expanded our product lines, taking advantage
of an industry slow down to further consolidate our leadership position in the IC inspection market and expand our
addressable market opportunities. We accomplished a great deal in the areas of new product introductions and-
significant customer orders, including:

e we introduced the new C|-T120 at the Semiconductor show in Taiwan, which was received enthusiastically
in the market; » ‘ ‘

» we successfully ramped up the Wafer Inspector product line and secured a first large repeat order for
2.3 mittion Euro from a single customer; '

= we set up a new cleanroom production facility for our Wafer Inspector products in Heverlee and initiated
shipments from this facility.




UR SHAREHOLDERS

In recognition of the company's consistently superior customer service and engineering excellence, Intel selected
ICOS for its Preferred Quality Supplier Award and ASE Test bestowed the Supplier Excellence award on us. In ad-
dition, ICOS was ranked in a new VLS| Research survey with end-users of semiconductor equipment, in the top
category of "5-star” suppliers.

We also continued to balance carefully the need to conserve resources during an industry down-cycle with the need
to invest in sustaining the competitive lead we have attained in the marketplace. To this end and consistent with our
past practice and operating philosophy, we elected to increase by 27% our research and development spending in
2005 and to expand our sales and support organization. :

Even with this higher spending and despite the weaker market conditions we delivered a solid financial perfor-
mance in 2005: - ‘

- annual revenues, reached 80.6 million Euro;

- gross profit margin reached 61.0 %;

- operating margin was 21.5 %; 5

- operations generated 9.5 million Euro in cash; _
- stockholders equity increased with 22.2% to a total of 89.1 million Euro.

We are very proud of achieving these results given that the semiconductor industry continued to experience a
downturn during 2008, triggered by excess IC inventory, that started in mid 2004. Manufacturers reacted quickly to
rising IC inventories and cut back immediately on production capacity expansion, leading to a strong decline in the
demand for our equipment in the second half of 2004. However, because of the guick industry response, the 2005
downturn was mild and shert compared to last down-cycle, which was prolonged and severe, and excess inventory
levels were worked down by the second half of 2005.

Likewise, ICOS" market share gains and expanded product portfolio gave us advantages to better withstand the

2005 downturn. Asaresult, when the market bottomed out during the second quarter 0f 2005, ICOS reported revenues

of 16.1 million Euro, a level about 7times higher than the floor in 2001, a net profit of 2.1 million Euro [or 13.2 % of

revenues) and a cash flow from operations of 1.1 mitlion Euro. In addition, our revenues in the second half of 2005,

exceeded with 49.7% the 32.3 million Euro we reported for the first half of the year, driven by a resurgence in

demand for our products as growing demand for a broad range of applications sparked renewed semiconductor
- unit growth. ) ‘

During 2005 we also witnessed a continued evolution in the demand drivers for the semiconductor industry from
computers to consumer electronics as more and more semiconductors are employed in an ever increasing range of
consumer oriented applications, from cars to games, from phones to digital TV's, from digital audio player to {LED]
illumination. Many of these applications Fequire special packages that can deal.with the specific applications and
the harsher environments in which they have to operate. This increasing variety and complexity of semiconductor
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packages require several new packaging processes, such as Wafer Level Packaging (WLP), System in a Package
{SiP] and 30 packages, creating ample opportunities for our inspection systems. As the'leading supplier of inspec-
tion equipment to the packaging industry, ICOS is rapidly expanding its product offering. it is ICOS™ mission to pro-
vide state-of-the-art inspection products that allow our customers to remain competitive and we are committed to
provide our industry with the inspection tools that it needs to continue on its growth path.

We believe that the most important risk that we are exposed to, is connected to the nature of the semiconductor
capital equipment market. This market is cyclical in nature and the technical requirements in this market are high
and change rapidly.

Further, the market is geographically spread over major parts of the world. We believe that we have good relations
with our employees and we also believe that we don't have any substantial environmental risks. Finally, we do not
make use of financial instruments that are material to the assessment of our financial position and results.

To conclude, in 2005 we reaped the benefits of the product development and sales initiatives we undertoak in past
years to establish ICOS as the leader in the IC inspection market while continuing to build for the future. Consistent
with our long-term policy, we proposed to the Annual General Meeting of Shareholders not to pay dividends.

We want to sincerely thank our dedicated and talented people for their contributions to ICOS success. We alsc want
to thank our shareholders for supporting our ideas and vision of the future. :

_f
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Anton De Proft Jos Verjans

President & CEC Chairman of the Board
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ICOS designs and manufactures inspection equipment for the semiconductor
packaging industry. We are a world-leading supplier of equipment for the final
visual control of chips before they are used in various applications, such as PC’s,
cars or portable phones. Qur systems perform two- and three-dimensional (20
and 3D} metrology and inspection as part of the final visual quality control step in
the manufacturing of chips, wafers, flexible tapes for flat panel displays, sockets,
substrates and solar cells. ' _

Aside from our complete systems, we also- offer inspection modules for integration
in other equipment.

Therefore, we believe that we offer the most comprehensive line of inspection
products in our target markets.

We are based in Heverlee, Belgium and have R&D centers in Belgium, Germany
and Hong Kong, sales and support offices in Japan, the USA, Singapore, Hong
Kong and Korea and production facilities in Belgium, Hong Kong and China.




teom:Lypress:

Appreciation Award




ICOS is founded as a spin-off from the K.U. Leuven Image Processing
Laboratory, under the leadership of Professor Dr. Ir. Qosterlinck, who
went on to beco\rﬁe rector-president of the University of Leuven from 1994

to 2005,

1991: - ICOS establishes a subsidlary in Japan.

- ICOS receives "Export Oscar” in Belgium.

. 1994: 1COS enters the Component Inspector
market with the first volume shipments of

the Cl-6050.

1996:  ICOS opens a branch office in Singapo

.1998: 1COS acquires QTEC in Minchen,

Germany.

award in Belgium.

2002: ICOS moves intosits new headquarters in Heverlee, Belgium,

2003 |COS starts trading on Euronext.

2004: - ICOS acquires Jointech Precision Equipment [Shenzen) Co. Ltd.

of China, to become its final assembly and quality control plant.
- 1COS acquires the Wafer Inspection business from Siemens
and introduces the Wafer Inspector WI-2000., .
- 1COS enters the Solar Cell inspection market, -

- ICOS opens a subsidiary in Korea. ~
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3.1. Introduction

ICOS is a leading supplier for inspection equipment .

for semiconductor packaging. Our equipment inspects

finished IC's, before they are used in applications’

ranging from PC’s to cars, as well as a variety of
packaging processes and materials. We perform the
design, manufacturing and sales of our equipment.
Our customers include the Integrated Oevice
Manufacturers (IDM's] themselves, as well as their
subcontractors that perform packaging and test
services to the.industry. Our product offering includes
stand-alone inspection systems that perform the
inspection and sorting of the devices, and inspection
modules for integration into other equipment or
production lines.

Most of oursyétems perform the inspection of finished
components. The illustrations contain a few examples
of such components and defects. The most critical
inspection is contact coplanarity, in which it is verified
that all contacts [leads or ‘balls] are very tightly' in
one plane, aséuring reliable solder joints when the

companent is mounted in an electronic circuit. If the

contacts wouldn't be nicely in one pl.ane, the
component would still make contact with the solder
and function electrically. However, some of the solder
joints would be weak and break from thermal or
mechanical stress. Therefore, 100% of the devices
needs to be inspected by precisely measuring the
exact position of each contact in three dimensions.

As the semiconductor packaging market grows and
diversifies, we have expanded our product range
to inspect a variety of other packaging processes
or materials. As explained in the sections "Market
Trends” and "Market Drivers”, we expect that many of
these newer inspectidn applications that we are active
in, will grow rapidly in the coming years. Examples
of such inspection applications are itlustrated below
and include flexible tape [mainly for flat panel display
drivers], sockets and substrates [for CPU’s and chip
sets), solar cells and wafers.




3.2. Inspection systems

ICOS offers a series of stand-alone inspection systems for various applications in
the semiconductor packaging field. As our systems perform measurements and
visual inspections on the packages, they are indifferent of the functionality of the
component and are therefore used for components with all types of functions,
from general purpose logic to all memory types and all mixed signal devices.

List prices for the inspection systemns range from € 120,000 to € 800,000.




Ci(Component Inspector], tray-based: these systems

perform the final inspection of various components
that are handled in tray within the factory. The
most important group of components are IC’s, like

microprocessars, memories and other semiconductor

components, but also sockets or substrates are.

handled in tray and inspected with our Cl systems.
These systems perform typically a combination of
30 coplanarity inspection to ensure proper seating of
the compenent when it will be soldered to the board,
and 2D surface inspection to check the body integrity,
the identification mark and the crientation. After
inspection, the system sorts the components and
often also tapes them. The taping process transfers
the parts from the trays to the pocketsinan embossed
tape, which is then sealed and rolled on a reel. Most
components are shipped in this “tape and reel” format
to the end-user, which will mount the comp—onents ih
an electronic system to be used in cars, PC’s, phones
and many other applications. ‘
Besides our fully automatic systems for high volume
- inspection, sorting and taping, we also offer a semi-
automatic system, ideal for applications with small
batch sizes, prototyping and incoming inspection.

Cl [Component Inspector), tube-based: the Cl-G10

is a fully automatic system for the final inspection of
semiconductor components handled in tubes. These
are typically lower pin count components and include
SO devices and QFN or other LFCSP’s. This system
performs similar inspection as the tray-based system
and also performs taping.




WI (Wafer Inspector}: our Wafer Inspector inspects

walers either before or after they are diced or cut.
The WI system can inspect wafers up to 300mm
diameter and can handle hoth undiced wafers as
well as diced wafers mounted on film frame carriers.
The WI system inspects a variety of items, such as the
surface quality of the wafer, the quality of the wafer
cutting or the bumping guality. The Wafer Inspector
addresses the rapidly growing inspéction market
for Wafer Level Packaging (WLP) processes, System
in a Package (SiP), Flip Chip.and other advanced
packaging processes. : ‘

FTI [Flex Tape Inspector]: the FTI system inspects

TAB (Tape Automated Bonding) and COF [Chip On
Fitm] tapes, in which the contacts are etched on
the tape and therefore can be bent in a flexible way.
Such tapes are used mainly in flat panel displays.
but also in other advanced package applications as
interposer. The system inspects the proper etching
and processing of the tape, before a semiconductor

chip is mounted, but can also inspect the tape after
the chip:is mounted, in which case the term TCP (Tape
Carrier Packagel is used. ' '




3.3. Inspection modules
Solar cell inspection » ‘
Photovoltaic or “solar” cells are used to producelelectri—
cal power from light and are one of the cleanest sources
of energy. However, the continuing growth of solar cells

‘is closely related to their production cost and price
evolution, as their economical \}iability increases with
lowering prices. To achieve this, ICOS offers a series of
inspection modules that are integrated in various stages
of the solar cell production lines and manitor thevarious
stages of the production process. “

Besides accepting or rejecting the solar cells, the
ICOS modules also collect valuable information on

* the complete production process and feeds this into

the central Plant Information Network, that uses
this information to constantly tune and improve the
processes. Thraugh this constant improvement of the
production process, the production yield is gradually

improved and the production costs are constantly

driven down, leading to a larger acceptance of solar
cells.

We also offer inspection modules for integration into
various applications in the semiconductor back-end
and electronics area. These systems are for instance
used to perform the alignment of a semiconductor die
before it is mounted on leadframe or substrate, or to
perform specificinspection tasks onan electrical tester
or a more integrated packaging line, or to align the IC’s
to guide the pick-and-place mounter that places the
{C's on a PCB for electronic applications.

List prices for inspection modules range from € 4,000
to € 100,000.
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Wafer processing and packaging

The semiconductor manufacturing. process involves |

two steps: wafer processing and packaging. Wafer
processing lalso called front-end} is performed in
wafer fabs and in this process, several layers of semi-
conductive material are deposited and etch“ed into
patterns on the surface of a silicon wafer to form
complex integrated circuits. The end result is & wafer
with a number of electrically functional parts or chips.
This process is done in high grade cteanroorjns with
expensive equipment. ‘

Wafer processiﬁg requires a high level of capital
investment and expanding wafer fab capacity takes on
average a period of 18 to 24 months. j

The finished wafers are then typically shipped to
another location for the packaging [also called back-
end] processing. A large variety of packages and
packaging processes can be chosen from, but “they all
serve to protect the silicon chips that are inside and to
connect them to the outside world.

In the packaging process, the wafer is diced ‘into its

separate chips known as dies, which are then put into

a semiconductor package. Such a package can contain
one or more semiconductor dies. Traditional packages
contain just one die, but for a variety of reasons, newer

style packages increasingly hold several dies, which are
connected-to each other inside the package, so that the

packaged chip functions as one. See further for more

4.1. Semiconductor packaging

details on the packaging trends and how they affect
our inspection systems. The connections mounted on
the package can take several shapes, such as leads,
balls or areas.

Semiconductor packaging is also called back-end
processing or final assembly and test. ICOS” inspection
systerns and modules are used to inspect the packaging
processes and to inspect and verify the finished iC’s.

The Packaging Process

The packaging process {also called back-end process),
consists generally of three parts: assembly, electrical
test and final inspection. During the assembly process,

. the chips are taken from the wafers, attached to

leadframes or other substrates which hold the
connections (leads or balls) and put them in a protec-
tive housing. After assembly, the chip is electrically
tested, verifying its proper functioning. Finally, the chip
is optically inspected, verifying its physical integrity and
put in the shipping medium. Our inspection systems
are used to optically inspett finished semiconductor
packages and to inspect various stages of the
packaging process.

Tad
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Packaging Styles ;

The'variety of packaging styles is rapidly growing and
s0 is the number of packaging process‘fes. We try to
give a short overview of the most important packaging
styles. An important distinction is to be made between
“single die” and "multiple die” packages. As explatned
in the section on packaging trends and roadmaps,
there is a strong trend towards “muttiple die package”
or “System in a Package” [SiP} packageé.

#
%

Leadframe packages (single diel

The most widely used assembly process uses
leadframes. These leadframes contain'the connections
or leads that connect the chip to the outside world.

The assembly process starts with the dicing of the
patterned wafers: wafers are cut into individual chips
using a wafer saw. Next, the dies are individually picked
up by a die bonder that puts the dies onto the leadframe.
Our board-level OEM products are used on die bonders
to align and inspect the die during the bonding process.
In the next step, wire bonders connect the electrical
paths on the die with the contact pads of the leadframe.
After the wire bondin‘g. the chips are encapsulated
with a protective packaging using an injection molding
process.

In traditional “leaded” packages such as SO [Small
Qutline) and QFP (Quad Flat Packs] packages, the leads
are sticking out on two or four sides of the packages. In
more recent “leadless” packages, such as QFN's {Quad
Flat pack, No lead], the leads are not sticking out, but
are kept flush with the molding. ‘

Our Component Inspector systems inspect the lead-

frame packages.




Substrate packages [single die) ;

As an alternative to the process described earlier, the
die can be put on a substrate instead of on a leadframe.
In its simplest form, a substrate is somewhat similar to
a mini printed circuit board to which the die is directly
attached. The asserﬁbly process starts in a similar
fashion to leadframe based assembly with dicihg and
die bonding, to form individuat dies.

Then, the die is connected to the substrate, either via
wire bonding, tape bonding or Flip Chip bonding (see
further) and the package is overmolded on the top side.
The contacts of these packages are formed with solder
balls that are mounted on the bottom side of the
substrate. These packages include BGAs (Ball Grid
Array) and certain styles of CSP’s [Chip Scale Packages).
Our Component Inspector systems inspect the substrate
packages. ’ ‘

Substrate packages {multiple dies)

The substrate packaging process opens up the possibility
to mount several dies in one package. This allows
making a package which combines different silicon
dies with different functionalities into one package.

. This SIiP (Systern in a Packagel offers a cost effective

approach as it allows to make an application specific
[packaged] chip from several standard Isilicon] chips.
IMEC’s interconnect R&D roadmap shown on the next
page, illustrates the strong evolution of packages and

3

packaging processes.

At the same time, the combination of multiple silicon
chips in one package opens new challenges to
interconnect those chips inside the package. New and

"more complex packaging processes are used to perform

these interconnections. Several of these processes are
executed at the wafer level, before the wafer is cut into
singulated chips. These'processes are referred to as
Wafer Level Packaging and require a whole new range
of inspections, many of which need to be pefformed in
wafer format. '




Wafer Level Packaging
As described above, several packaging processes are
- prepared or performed at the wafer level. In Flip Chip,
bumps are attached at the whole wafer and in WLCSP
[Wafer Level CSP), a redistribution layer is laid over the
wafer and then bumps are attached. Only after these
processes are completed (and inspected), the wafer
is cut and the individual dies are singulated. Most
typically, the Flip Chip process is used to interconnect

" the chips inside the package and the WLCSP process

is used to directly attach the component to the printed
circuit board. )

The use of the wafer level packaging processes is
growing rapidly and the inspection market for these
processes is growing accordingly. Our Wafer Inspector
systems inspect the wafer levet packaging processes.




4.2. Markettrends

: |
Consumerization of the market
Semiconductors form the basic blocks to create
a variety of electronic products. For over 30 years,
semiconductor performance improvements have led
to smaller, more complex and more reliable devices.
As a result, the end-user markets for semiconductor
components have expanded beyond computers, to
encompass telecommunication proc\iucts, autémotive
products and awide range of consumer goods, including
digital TV, digital audio players, digital cameras and
camcorders, game consoles and household appliances
and even [LED] illumination. '

According to Gartner, in 2005 almost 50% of
semiconductor revenues came from the combination
of consumer products, automotive broducts and
telecommunications [mainly portable’ phonés]‘ as
opposed to only 41% from computers. In zddition,
consumer oriented products are growing faster than

computers and will become even more important in

the future.

This transition has far reaching consequences and
is in fact the basis for the market drivers. Consumer
products have requirements which are often different
from computers in terms of functionality, quality and
price and we believe that, as the semiconducter market
continues to grow, consumer products will increasingly
determine the direction of the market. .

Forecast

2008

‘Suurce; SEMI, SIA November 2005, Henderson Ventures January 2006

Cyclical nature of the market

The semiconductor industry is capital intensive and
semiconductor manufacturers invest in capital equip-
ment for two reasons: to expand production capacity
and to respond to technotogica\ changes.

The capacity expansion is cyclicalin nature andis driven
by market demand and technological progress. As the
applications for semiconductors expand, the market is
driven by several end-user markets, which often have
different characteristics and cycles. For instance, the
PC market is quite cyclical and [at least historically)
driven by the introduction of newer versions of the
operating systems. The portable phone market has a
less pronounce'd cycle and is driven by other features,
such as phones with cameras. The automotive market
is much tess cyclical and is {from a semiconductor
point of view] almost flat and very predictable.

. As a result, we expect that the semiconductor cyctes

will in general become less pronounced, as they are
driven by several markets, some of which are far less
cyclical and most of which have different cycles. This’
is particularly true for our products, as we perform
measurements and ins.pections on all types of chips,
rregardless of their functionality or end application.
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Driver 1: semiconductor unit growth

Qur inspection systems are driven by semiconductor
unit growth. Every chip, regardless of its price, heeds to
be inspected. As more chips are used in a varying
amount of applications, the need for inépection also
increases. This unit trend line is shown “in the bicture
below. ' :

This trend is not new, but the consumerization as
described earlier, will further drive this important
semiconductor trend. As the semiconductor market

3

| IC Units

Billions of Units

IC ASP

matures and becomes increasingly more dependent
on consumer applications, the number of chips
continues to grow fast, but the average selling price
also continues to dectine at a rapid pace.

Our inspection systems are driven by both effects.
First, they are unit driven, as every chip, regardless
of its price, needs to be inspected. But maybe even
more important, our inspection systems play an active

-role in contralling and improving the manufacturing

processes, thereby improving the manufacturing yields
and lowering the manufacturing costs.

1999-2006 Quarterly IC ASP and Unit Volumes

Qlo0s T

i &
—~ t3 £
a

vy

<

25 2

10

Source: IC Insights

4Q05 & 2006 figures are forecasts




‘Driver 2: lower cost ~ i
Besides the constant growth in units, the average

selling prices of the chips also continuously dr“op. This
is a fundamental trend which has sparked the growth
of the industry for decades and the move towards

more consumer applications will continue to drive .

this trend. As the semiconductor market mathes and
becomes increasingly more dependent on consumer
applications, the number of chips will continue to grow,
but their average selling price will further decline.

This trend drives the need for our inspection equipment
in two ways. First, our inspection syste.ms play an‘active
role in controiling and improving the manufécturing
processes. In doing so, they help to increase the
manufacturing yields and to lower the manufécturing
cosls. |

Secondly, the need for lower cost IC's drives a whole
new range of packaging processes. The semicohductor
industry has managed to lower the cost foriseveral

decades by increasing the level of integration.,
As Moore's law allowed an ever larger number

of transisters to be mounted in one chip, more
functionality could be combined in one chip, jthereby
lowering the cost per function. [n the quest for chips
with more functionality for more specific applicf:ations‘
this traditional silicon integration model is jo“ined by
a packaging integration model. Indeed, combining
different functions on a chip (e.g: digital, analog,
memory, etc.) require sophisticated and exbensive
processes. As these chips are increasingly more
dedicated towards specific applications, the‘i'r total

i

volume is often relatively small. Obviously, amortizing
more expensive designs over smaller volumes is not
a recipe for lower cost. This explains a strong trend
towards wafer fabs concentrating on very high volumes
of “standard” silicon, e.g. memory, general purpose
logic, etc. Different pieces of this standard silicon are
then combined in one package to form a dedicated chip
for a specific application. This allows that the cost of
wafers is driven down by riding the Moore's law and
amortizing the cost over larger volumes, while the

application specific functional integration is moved to

the packaging side.

~As a consequence, the package becomes the platform

in which different functionality is integrated, often
described as System in a Package [SiP). Qbviously,
this calls for more complex packages and packaging
processesandforalargernumberof more sophisticated
inspection and metrology applica‘tions. As mahy of
these new packaging processes are performed at the
wafer level, this is a partfcularly strong driver for our
Wafer Inspector systems.
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Driver 3: increasing quality requirements
While this may be sormewhat counter-intuitive, consu-
mer applications are more difficult for sémiconductors
and - demand higher quality specifications than
computers. In fact, a computer is a well protected
environment for a chip. When such a chip is put into
a car, it is suddenly exposed to thermal cycles (from
sometimes freezing at night to a temperéture of70°Car
80°C when the engine is running], vibrations, chemicals
such as salt and ail, humidity, etc. In addition, a PC life
cycle is approximately 4 years, whereas a car needs to
run for 10 years and spare parts have to be available for
20 years. Or, as another example, when we drop-our
phone, we really expect to pick it up and make our next
phone call. ]
Such higher quality requirements demand more
increased inspection levels, inctuding more items
inspectedwith finerdetail. We currentlyhayeseveralR&D
programs to address these additional ingpection needs
and even work together directly with amongst others
the automotive industry to define the ‘specifications.

Driver 4: new applications

As semiconductors expand their reach and are
integrated into new applications, often new packaging
styles and inspection needs arise. Below are some
examples of rapidly growing new‘application markets

" for semiconductors. In several of these examples, the

semiconductor (silicon} content is modest, but the
packaging challenges are crucial to the success and
the growth of these markets.

The illumlnatioh market is being conquered by tiny, but

* very bright LED's, which consume far less and are far-

more reliable and flexible in use than the traditional
lighting sources. These high brightness LED's require
special processes and packaging techniques and have
specific ;nspection requirements.

PC's and TV's are moving rapidly towards flat panels.
These panels need dedicated driver chips, with flexible
contacts. These devices require specific inspection. Cur

FTI system inspects the flexible tapes that are used to
manufacture these devices.




In many new applications, sensors play a central role.
The sensor market is growing rapidly and so is the
variety of the sensors. Sensors often have t(o work
in harsh environments and are a typical example of
the increasing need for dedicated and sophisticated
packages. Depending on the type of sensor, thé packa-
ging may need to integrate one or more silicén chips
with mechanical structures [MEM's] or with chemical or
biochemical substances. Our products inspect éome of
these specific features and requirements of senfsors.

Driver 5: technical requirements

As packages are used in a variety of new applications,
the technical requirementé of the packages become
more stringent. Packages need to become smaller,
lighter and thinner, sometimes even physically flexible.
Their performance has to improve, working at higher
frequency, with better thermal characteristics. And
they have to do so in harsher environments, at extreme
temperatures, under pressure, in a humid environment
or under the presence of chemical substances.

These technical requirements are one of the drivers
behind the rapidly increasing variety and complexity of
semiconductor packages.

Solar energy will be an important source of enérgy and

plays an important role in our quest for alternative and
environment friendly energy. ‘1

The manufacturing of solar cells requires a dedicated
process with dedicated inspection steps along tr;\e way.
Our inspection modules are integrated in‘differé‘nt steps
of the manufacturing process of solar cells. |
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5.1. General‘ *

We position ourselves as a long-term reliable partner
to our customers and we are committed tjo offer
advanced inspection products to our customers along
with superior world-wide support. As a result, We have

strong Research and Development and Ma‘rketmg‘

and Sales organizations, that work closely together
to provide our customers with the best product and
service. We have R&D locations in Belgium, Germany
and Hong Kong and have sales and support;offices
close to our customers world-wide. The manufacturing

organization is optimized for ﬂexibility, to deal with the
semiconductor market cycles. Our supply chainis mainly
located around Belgium and in Hong Kong and China.
Finally, the finance and administration department
performs critical manitoring and control tasks. )
The company is structured as a holding company that
is incorporated and located in Belgium. The business
is carried out by wholly-owned subsidiaries and liaison
offices as follows:

Location

ICOS Vision Systems NV
ICOS Vision Systems GmbH
[COS Vision Systems Inc.
ICOS Vision Systems Ltd. 1
ICOS Vision Systems Limited ‘

ICOS Vision Systems Pte‘.‘LtdA \

ICOS Vision Systems {Shenzhenl ColLtd. . -

ICOS Vision Systems Korea Co. Ltd. |

Belgium

Germany

USA

Japan

Hong Kong and its liaison offices in Taiwan,

_the Philippines and China

Singapore
China
South Korea




5.2. Marketing and sales

ICOS prides itself to be a long-term reliable partner to
its customers and to count all major éemi;onduclor
manufacturers and their subcontractors amongst
its customers. We have received numerous awards
over the years, including three award$ in 2005, i.e.
the Preferred Quality Supplier award ffom Intel, the
Supplier Excellence award from ASEjTest and the
'5-Star’ suppliers award from VLSI Rese?@rch.

It is our goal to build strong relationships with our
customers and we believe that providing timely and
knowledgeable technical support is the key to our
long-term success. We sell our products through our
global sales and support network. in addition to our
headquarters facility in Heverlee, Belgium, we have
sales and support offices in the USA [Californial, Japan
[Yokchama], Singapore, Hong Kong and South Korea
(Seoul) and support staff in Taiwan, the Philippines and
China. Our sales network also contains distributors
in the United Kingdom, Germany, Japan, Taiwan, the
Philippines, Malaysia, China and Costa Rica. In several
countries, we use a mixed channel in which our own
staff works closely together with our distributors
to ensure a high level of customer responsiveness
and to facilitate customer collaboration on product
development.
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Mr. Gust Smeyers said: "We are active inj rapidly

changing markets, and technology is a cornerstone to .

our success. Our engineers have created a tradition
of challenging themselves. When we introduced our
Component Inspecter to the market in 1993, we had to
compete with established players, some of which were
several times our size. We decided to constantly push
" the limits of technology and to introduce new products
frequently. With this approach, we have improved our
position in this market and.reached market éhare of
- approximately 25% by 2000 and 70% by 2005."
Our R&D department is responsible to deve:lop and
improve our various products and to geneﬁate the
technologies and products of the future. ‘
Our unique technology is based on expertise?of four
different core competencies: image acquisitiong[illumi-
nation, optics and cameras), OSP processing hardware,
vision software and mechanical engineering. -

5.3. Research & Deveiopment and tethnology -

In each of these fields, ICOS has developed or acquired
unique teéhnology, often protected with patents. The
saying, that a chain is as strong as its weakest link,
is very true for the type of inspection equipment that
ICGS makes. In several of these fields, we believe that
we are making a difference: for high-end épplications,
we design our own cameras, optimized for high
accurate metrology and inspection, with resolutions up
to 14 Megapixels. In software algorithm development,
we believe to have state-of-the-art algorithms for
subpixel interpolation techniqués, forming the basis of
our superior alignment-and inspection algorithms. In
fact, the larg\est group of our researchers is working in
the development and optimization of visian algorithms,
optimized for running on our own developed DSP based
vision boards. Finally, we have a key design team for
high speed mechanical handling, sorting and taping of
semiconductor devices. In this team, we use our vision
téchnology to optimize the cost of ownership and the
reliability of our systems, by such features as vision
guided handting or vision guided taping. '




We have R&D groups in Belgium, Gerrﬁany and Hong
Kong. These groups work very closely togéther with each
other and with our manufacturing locati@né in Betgium,
Hong Kong and China. We consider the'close link and
cooperation between R&D and productionj as a key factor
to achieve the short time-to-market that we need in our

* rapidly changing markets. 3

|
Besides developing our core technologies, we also stay

current with new and challenging packaging technologies
and their inspection requirements. We maintain regular
contacts with packaging specialists erﬁployed by our
customers, sharing product roadmaps jand evaldating
new technologies. Since we supply our inspection
systems to most major IC manufacture'rsi and their sub-
contractors and since we are a global;market leader
for semiconductor packaging egquipment, we often can
detect trends and start developments earfy, to ensure our
continuous success in this market.

T

To protect our intellectual property, we pjrimarily rely on
a combination of copyright and trademérk laws, trade
secrets, confidentiality procedures and contractual
provisions as well as patents. We generall;/ do not provide
our customers access to the source code ¢f our software.
We seek to protect our hardware, software and other

written materials under trade secrets and éopyright laws.

Our circuit boards and board sets incorporate proprietary

firmwaredesigns,whicharedesignedin—hous,e.Ourboard—
level software is specifically designed to run only on these
proprietaryboards, further safeguarding this software from
unauthorized use and embedding inspection methods in
the software to limit re-engineering. Currently, we have
one patent {expiring 2011} issued in Belgium, the United
States, Europe, Japan and certain other territories for the
3D dual-shadow measuring method of lead coplanarity,
one patent granted in the United States and Europe on 30
measurerment of ball grid arrays and ten pending patent
applications in diverse jurisdictions, related to other 30
inspection methods and handling techniques.

We also from time to time subcontract with universities,
institutes and ‘other third parties, and have obtained
grants from the regional government of Flanders and
from the European Community to support certain of our
R&D efforts.

-
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.8.4. Operations

To opera'te in a cyclical market, we have estabjlished a
flexible production model that allows the corripany to
operate with limited fixed costs and adapt quickly to
changing volumes in the market. Our supply ?chain is
optimized for flexibility by combining the benefifs of our
own manufacmring siteswith third parties subconjtracting‘
In general, complex and high added value tésks are
performed in-house and less complex tasks With high
labor content are subcontracted to carefully Selected
subcontractors. Subcontractors are selected .on the
basis of their quality, detivefy, flexibility and pricje, and a
sophisticated Supply Chain Management system ‘controls
and supports this network of subcontractors.

For the inspection modules, that are sold separately
or as part of our inspection systems, we perfbrm the
. final assembly, test, burn-in and quality control at our
headquarters in Belgium and use subcontractors in
and arcund Belgium for component manufactun"ing and

subassembly production.

For the mechanical handling part of our inspection
systems, we perform the final assembly and quality
control either in our sites in Belgium, China and Hong
Kong- or with subcontractors, with our quality assurance
staff on site. The manufacturing of the mechanical parts
itself is subcontracted to a number of suppliers, mainly
located in China and Germany. During 2005, we continued
to sfrengthen our manufacturing organi'zation, with
investments in SAP software in our Hong Kong and China
facilities.

Besides flexibility, we alsc pay attention to the continuity
of our manufacturing organization and have a disaster
recovery plan in place to recover quickly from any events
that would disrupt our manufacturing process. This plan
is based on several measures, such as multiple sources
for venders-or services, duplication of IT infrastructures
in different locations, inventory policies and a number
of emergency measures in case of disruption of our

production.

&
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5.5. Human Resources

1

\
Working at ICOS means being active in a state-of-
the-art, international, young and dynémic working
environment. To maintain our position as a leader,
we attach great importance to giving gur-employees a
wide range of responsibilities, the opportumty to gain
expertise and to take initiative. People are encouraged
to continue to develop themselves.
(n this respect we conclided a partnership with VTK
(Vlaamse Technische Kring), a society df engineering
students of the K.U. Leuven and the Group T Leuven,
an academy for engineers. We sponsored the Belgian
Umicore Solar team’s participation (a team of Group T
students) in the 8th World Solar Challenge 2005, the
world championship for solar vehicles

i
i

ICOS employees are loyal and dedicated. In 2005 a
jubilee benefit pvlan was established and 36 employees
who had been employed for mare than 10 years were
given a special reward.

Internationalization is a permanent characteristic. In
this regard, Human Resources wants to increase its
added value by taking new initiatives, for example by
streamlining a number of coordinating HR processes;
refining and standardizing staff evaluations and
competence management; and in cooperation with

~Marketing & Sales, expanding the technical training

centre for staff and customers.

As per December 31, 2005 the compa ny emptoyed a full
time equivalent of 316 people world-wide:

s B83in Research & Development

* 48in Marketing & Sales

¢ 143 in Operations

e 22in General & Administration.

None of the employeeé are represented by a labor

union and the company has not experienced any work
stoppages.




A few staff members talk about their woﬁk at 1COS:
Veerle Bos (Technical Writer):-
“I just want to know how everything works exactly”.

Manuals? Boring stuff? |
“No way, these are for ourin-house engineérs and for our
customers. We write task-focused wherever possible.
Which functions will be required by a certain user? You
really go through it step by step to learn hbw to perform
certain actions. We are creating a web ojf info on each
machine and everything can be looked up using a web
browser.” ‘ '

Deadlines? . P

“They certainly do not paralyse me. Usually you are given
about three months, but we have produced some manuals
in one week as well. if you work a bit harder you'll get it
done.” ‘

What advice can you give to new staff? |

“There are a lot of different things at once, that's
what | personally experienced in the béginning. Just
be enthusiastic and try to cope with it, ask lots of
questions and figure things out by yourself!”

-

Harry Paredaens [Research & Methods Engineer):
“Enthusiasm sells much better here than attitude”.

Learn first and then work

°| first had to learn about all the technology before |
was able to work with it. We use software and optical
equipment, the lenses on the cameras. We constantly
think about how to best show the chips so as to be better
able to find defects.”

Shifting borders ‘
“We are constantly becoming aware of new things. The
customer constantly expects us to push back the frontiers:
continuously more accurate, more specialised.”

Colleagues? _

“The atmosphere between colleagues is inspiring. If you
have any problerﬁ, a chat with one of the colleagues will
trigger a few ideas. We are all very enthusiastic here, but
rationalas well: we do not talk aboutirrelevant details. And
sometimes we even use an hourglass during meetings.”
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Our headquarters are located in the Research bark in
Heverlee {Leuven), Belgium in a 5,800 square meter,
two building complex on a 20,000 square meter parcel

of land.

i
|

Prior to 2002, we occupied -a 3,605 square meter
building located on 10,000 square meter of land, both
of which we still own. The company rents about 1,000
square meter of this building to third parties. The new
cleanroom for our Wafer Inspector business is instatled
in this building. ‘

Offices are leased in Redwood City, CA, USA, in
Oberhaching, German);, in Yokohama, Japan, in Hong
Kong>, in Singapore, in Seoul, South Korea, in Hsinchu,
Taiwan, in Shanghai and Shenzhen, China.
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The processing of a wafer into individual IC’s; with protective housing

and contact leads or balls, but excluding the electrical test and the final
inspection.

The completje process of transforming a wafer into individual IC’s, with
protective hjousing and contact leads or balls, including the electrical test
and the final inspection. The back-end includes assembly, test and final

inspection. A ‘

i
|

Ball Grid Array
Component Inspector‘

Chip On Film

Chip Scale Package

Direct Chip Attach

Digital Signél Processor -

Flip Chip In Package

-

Flip Chip On/Board
See back;er{d

. |
The final step in the manufacturing process. This 20 and 3D visual
inspection is performed fully automatically on 100% of the IC’s. This
assures the quality of the IC’s including features such as the proper
seating of the part on the PCB.

|
|
|
i
!
|
|
I
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The last equipment that any IC or semiconductor component goes
through. Finishing equipment typically performs the final inspection of the

semiconductor components, but may also perform other functions such

as taping or even electrical test.

The wafer mfanufactu,ring process.

Flex Tape ln$pector

Integrated Djevice Manufacturer, who designs and manufactures the IC's.

ICOS produci line of inspection solutions for integration in production

equipment or integrated lines.
|

ICOS prbduét line of stand-alone inspection systems.

Liquid Crystal Display
|
Light Emitting Diode

Lead Fra_rneiCSP
Multiple Chip Module

Micro Electro Mechanical

|
i

See back-end

Printed Circthit Board

|
|
i
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Quad Flat pack, No leads
Quad Flat Pack

i
|

Radio Frequéncy devices
! .

Substrate Biased CSP
|

Systemin a Package
|

“Small Outline package ‘ : -
. |
|
Tape Automated Bonding. Packaging technique in which the die is
mounted on a flexible tape that contains the contacts or leads to the
_outside world. - -
1
Wafer insp'e&tor

|
Wafer Level ‘Package ‘ )

Wafer Level CSP (Chip Scale Package]

| O




Revenues |

In 2005, sales to Europe, Japan, Rest of Asia and the
United States accounted for 19%, 14%. 58% and 9% of
our revenues, respectively. In 2004, saljes to Europe,

Japan, Rest of Asia and the United States accounted for '

19%, 28%, 47% and 6% of our revenues, respectively. Cur
business is conducted primarily in Euro ("€}, U.S. dollar
and Japanese yen. As a result of gonduéting business
in multiple currencies and in muttiple éountries, our
" business and results of operations are subject to risks of
currency fluctuations as well as other risks associated
with international sales.generally. ‘
Our business is highly dependent upo‘fn the capital
expenditures of back-end semiconductor manufac-
turers and electronic assemblers, and 1our ability to
develop, manufacture and sell new prodjucts and pro-
duct enhancements. Our results will'als‘fo be affected,
especially when measured on a quartérly basis, by

volume, composition and timing of orders, conditions ™

in the industries we serve, competition and general
‘economic conditions.

Our revenues in.2005 decreased to € 80‘16 million from
€ 89.3 million in 2004. During the year éOOS, we took
advantage of the industry slow-down to: enhance and
expand our product lines. We further coriﬂsolidated our
leadership position in the IC inspection market and
expanded our addressable market oppor}tunities

The revenues of our inspection modules amounted to
€ 15.5 mitlion in 2005 decreasing from € 20.7 million
in 2004. The inspeétion systems revenues decreased
from € 68.6 million in 2004 to € 65.1in 2005,

s

©  Gross Profit -

Gross profit cn;avrgin increased slightly from 60.8% in
2004 to 61._O°/:: in 2005. Our gross profit margin benefited
in both 2004 and 2005 from the production efficiencies
of our-new production plant in China that we acquired -~
in the beginning of 2004. We expect that there mi(_jht
be continuous periodic fluctuations in our gross profit
margin resulting from changesin our product sales mix
-ghd from possible currency fluctuations, white further
evaluating continuously our brovision for inventory '

 write-down.

Research and Development

Research and development expenses increased by 27.1%
to € 11.3 million, 14.0% of revenues in 2005, compared
to € 8.9 million, 10.0% of revenues in 2004. In addition
to these expenses, in 2005 we offset approximately-

"€ 606,000 of research and development expenses




through government project funding recogni\zed: during
that period, compared to approximately € 285,000 of
such funding recognized in 2004. The increassje of our
research and development- expenses in 2005} was a
result of the intensified efforts in developi;ng and

supporting new products and enhancements of .

existing products. As of December 31, 2005, &ve had
.83 employees engaged in research and development
comga_red to 78 employees as of December 31, 2(;)04. We
believe that research and development expenditures
are essentfa’lgto maintain our competitivev;j)osition
and expect t'o“in_crease the current quarteriy levet
' in. the
foreseeable future to 'support our commitment| to new

of research and development expenditures

product development efforts. ‘

Selling, Génvéral
and Administ‘rative

Selling, general and administrative expenses increa-
sed by 14.4% to"€ 20.5 million; 25:5% &f revehues in

2005, from € 18.0 million, 20.1% of revenues in 2004.

The increase -was mainly. related to suppért our
_broadened customer base and‘»product mix anﬁ to the
strengthening of our organization wortd—widé which
started in the course of the fourth quarter of 2604. We
also expanded our world-wide administration stjaff. The
full impact of amortization of the Siribas acqjuisitioh
combined with increased legal fees in connection
with the Scanner case explain the remainder}; of the
increase. As of December 31,2005, we had 68 em;ptoyees

engaged in our marketing, sales and technical support
department compared to 67 employees as of December
31, 2004. As of December 31, 2005, we had 22 employees
engaged in our world-wide administrative department
compared to 18 employees as of December 31, 2004.

B Net Other Income

In 2005, we recorded € 279,000 of net other income
compared to € 714,000 of net other income in 2004.
The difference was in the first place related to currency
exchange losses in the year 2005 amounting to € 0.5
million, compared to the currency exchange gains of
approximately € 0.4 million in 2004. Secondly our net
interest income increased from € 151,000 in 2004 to

€ 632,000 in 2005, as such partly offsetting the impact ‘

of the currency exchange losses.

2] Income Taxes

Income tax expense was € 4.1 million in 2005 compared
to € 7.7 million in 2004. o
Income tax expense, expressed as a percentage of
income before income taxes decreased from 27.4% in
2004 to 23.2% in 2005 as a result of a change in the
geographical mix of revenues.




i
During 2005, net cash provided by operatmg activities
amounted to € 9 6 million.

Cash flow, defined as netincome increasgd by non-cash -
items such as amortization, depreciatibn provision
for doubtful debts and deferred tax expense [benehtl
“amounted to a posrtlve cash flow of € 162 rmlhon
while changes in operating assets and Llablllhes used
€ 6.6 million in cash. Sources of cash las a result of
changes in assets and liabilities included|an increase in
“trade accounts _ipayable of € 7.3 milliorn‘:a‘nd in accrued
expenses of € 2.0 million that was entirely offset by an
increase in accé’)unts receivable of :-€ 8. 9!million and in
- inventories of £/6.1 mllhon resu tmg from the increased

level of act|V|tyw ‘
|

During 2005, net cash used in inveslting activities
amounted to £10.7 million related to new investrments )
for property and equipment. We currentlyido not foresee’
significant capit:al commitments for the y;e'ar 2006.

During 2005, net cash used in our ,finarj'cling activities
~amounted to € 0.5 million, primarily for. repayment of
borrowingé. N - ‘

As of Decembe? 31, 2005, we had long-term obligations
of approximately € 4.5 million, consistiné of long-term.
debt. As of that date, the current portion%of these long-
term obligations totaled € 0.6 million. iWe also have
several non-cancelable operating leasesj,, primarily for
motor vehicles and office premises, which expire over
the next three to five years. As of Decehwber 31, 2005,
the total minimum lease payments tlll 2010 W|ll be
approximately € 3.0 million.
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2005 was a very busy.year! for ICOS durlng wh|ch we
enhanced and expanded our product l|nes taking

-advantage ofan lndustrystowdown to further consolidate .

|
our leadership position in:the IC mspectson\market

and expand our addressable market opportunl‘tles In

e increased our research

support of these initiatives, }

and development and expanded our sales and support‘

organization. We believe thatdurlng 2005, we have again
strenghtened ourselves and are entering 2006 with

confidence. ’ : T :

While our visibility is always limited and we only guide
one gquarter out, we are generally confident about the
state of the industry at the beginning of 2006 an:d about
our long-term perspectives. The industry has reacted
" swiftly and decisively when the inventories were growing
dangerously high around the middle of 2004.

|
|
|
|
\
|
|

This quick reaction has made the industry downturn
in 2005 shatlow and short and inventory levels as well
as equipment utilization levels are in fairly ideal ranges
at the beginning of 2006. In fact, many believe that the
strong expansion of the consumer segment will probably

lead to shaltower and shorter cycles in general, as e.g.

televisions or cars are less cyclical than PC's. For 2006,
induwstry researchers expect healthy unit g"rowtn levelsin
2006, driven by healthy world-wide GOP growth, which
inturnis driven by the new developing countries.

For the longer run, we are witnessing a continued
evolution in the demand drivers for the semiconductor
industry as semiconductors are employed in an ever
increasing range of consumer oriented applications,
from cars to games, from phones to digital TV's, from
digital audio player to [LED] illumination. Many of these
applications require special packages that can deal with
the specific applications and the harsher environments
in which they have to operate. This evolution drives the

.heed for inspection equipment for these new styles

of packages and as the leading supplier of inspection
equipment to the packaging industry, we are expanding
our product offering to take advantage of these
opportunities in the market. .
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1.1. Composition of _
the Board of Directors

|
|
i
|
|

Under Belgian Law, the Board of Directérs should be
composed of at least three members. Ur}uder NASDAQ
rules, the majority of the Board of Directiors as of July
31, 2005 must consist of independent directors.

The Board counts six members, of whom two are
executive directors and the four other [non-executive)
members have been determined to be ihdependent
directars. The determination of independence has
exclusively been made on the basis of Rule 4200 {a
15 of the NASDAQ Rulebook in consideration of the
dual listing and.its different regulations. A summary
of these independence standards may be found under

Attachment A to the Charter of the Board of Directors

‘contained in the Corporate Governance Charter (located

on the Company's website].

Name _Function . Director
: ~since
Jos Verjans \ Chairman,
i Non-executive Director ) 1989
Anton Oe Proft Executive Director,
‘ President and CEQ 2002
Gust Smeyers Executive Director,
Vice President R&D _ 1989
André Oosterlinck Non-executive Director 1992
Exeter International NV, -
represented ' Non-executive Director 1997
by Paul de Vrée
Fred Chaffart Non-executive Director 2001
£
BR SR ¥:




A
Under the Code, Mr. Verjans would not be-c’onsk(jjered to

be independent in view of the fact that his shareholding
exceeds 10%.

Under the Code, a director is no longer considered to
be independent if such director has executed a non-
executive director mandate for more than three terms.
To the extent that, further to the Code, the te:rm of a
director mandate should be limited to at most four
years, Mr. Oosterlinck would not be considerej.-d to be

independent under the Code, since he is serving as a
non-executive director of the Company since 1992. It
is considered to be in the interest of the Company to
maintain board members for a longer period in order
to have an in-depth kiowledge of the highly specialised
markets in which the Company operates.

Independent Audit i Remuneration Namination
: : Committee Committee Committee
|
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The Board of Directors is the ultimate deéision—making
body of the Company with the exceptiz;;n of matters
reserved to the shareholders by Belgian Corporate
Law or the Company’s Articles of Association.
The Board's rote is to pursue'the long-te:rm success of
the Company by providing entrepreneurial leadership
and enabling risks to be éssessed ajnd managed.
The Board should decide, as;a collegiaté body, on the
Company’s values, strategy af\,d key polici;es. The Board
should ensure that the necessary financi‘al and human
resources are in place for the Company. to meet its
objectives. : ‘
' |
The Board of Directors meéets upon img/itation of the
Chairman of the Board or the Director replacing him,
whenever the Company's interests requ:ire it or when
one director requests a meeting. The rrjwajority of the
Directors must be present or represenited to enable
the Board to validly deliberate and make decisions.
Decisions are reached by a majority of the votes. In the
event of a tie, the Chairman has a castinf; vote.

1.2. Functioning anb activity report of the Board of Directors
. | ‘ '

The Board of Directors held seven meetings du%ing
2005. All directors were present at all meetings with
the following exceptions: Mr. Anton De Proft was unable
to attend but was represented by another director at
one meeting and Mr. Fred Chaffart was unable to attend
two meetings of the Board.

The main ‘topics on which the Board of Directors
deliberated during 2005 were:

+ implementation of a corporate governance charter
incorporating the Company's various existing and
newly established policies and procedures,

+ quarterly review of the financial results of the group
and of the earnings press releases,

e review of the reporting by the Board's advisory
committees,

« bi-annual group budget reviews, o

o review of the group's strategic positioning,
opportunities and challenges,

« review of acquisition opportuﬁities,

. fbtlow-up on the patent litigation case with Scanner
Technologies,

* various corpofate matters like the composition

_and independence of the members of the Board of
Directors, the group structure, impact of changes
in Belgian corporate tax laws, dividend policy and
approval of corporate documents.



1.3. Board Committees

A substantial portion of the analysis and jwork of

the Board is préepared or done by various Board .

\
Committees. The decision-making remains within the

collegial responsibility of the Board and the Corr}wmittees
have an advisory role except for those cases Mhich are

described in the respective Committee’s charter.
\

The Audit Committee
The primary purpose of the Audit Committee s tcl) provide
independent and objective oversight of (i} the financial
reporting process, accounting functions and‘internal
controls of the Company and its subsidiaries and {iil the
qualifications, independence, retention, comp‘ensation
and performz;nce of the Company's indépendent
auditors. ‘

According to NASDAQ and SEC rules, the Audit ¢ommit-
tee must consist of at least three members all of whom
should be independent directors. The Audit Co}mmittee
counts three members: Mr  André Costerlinck
(Chairmanl, Exeter International NV representejd by Mr.
Paul de Vrée and Mr. Fred Chaffart. The Chairmén of the
Board of Directors is invited to the meetings of t1he Audit
Committee as an observer. The Board of Directors has
also determined that Mr. Paul de Vrée, repregentative
of Exeter International NV and Mr. Fred Chajffart are
“audit committee financial experts” as defined under

SEC rules.

~The Audit Committee held four meetings during

2005. All members were present at all meetings to
the exceptidn of Mr. Fred Chaffart who was unable to
attend one meeting.

As a special matter of attention, the Audit Committee
is closely following-up on the implementation of the
Sarbanes-Oxley Act Section 404 [hereafter catled
“Section 404") within the timeframe set for foreign
private issuers. This Section 404 imposes on SEC
registrants and their auditors to assess and report on
the effectiveness of the registrant'sinternal controls over
financial réporting. The Company must be compliant by
the end of fiscal year 2006.




~

. The Nomination Committee

: . I
Other main topics which were discusséd during 2005

were:

.+ review of the findings of the jndependent auditor in

respect of the audit of the annual acc}ounts,

* reviewand approval of the annual audit engagement
letter of the independent auditor, |

* review of the charter of the audit committee,

+ review of the independence of the auditor,

* review of valuation rules, |
* review and pre-approval of audit gnd permitted

non-audit services by the independent auditor,

+ review and approval of related-party transactions,

e discussion of the creation of the nc‘ew function of

Group Controller, directly reporting to the Audit
Committee, in order to be able to cop‘e with Section

. |
404 requirements. i

The role of the Nomination Committee is to assist
the Board of Directors in all matters relating to the
appointment of Board membersand the Chief Executive

Cfficer and the functioning of the Board ‘of Directors..

It"is the Nomination Committee’s responsibility to

advise on proposals for appointment originating from
shareholders and management. The management and
Mr. Jos Verjans have special nomination rights under
the Articles of Association. Shareholders who either
belong to the Executive Management of the Company

or ICOS Vision Systems NV or who are entrusted with~

the day-to-day management of any of the Company’s
subsidiaries, are entitled to propose the candidates for
a majority of the Director mandates. In-addition, under
the Articles, Mr. Verjans, who is Chairman of the Board,
is entitled to propose the candidate for one Director
mandate. This nomination rightis transferable between
shareholders, can only be exercised by a shareholder
and expires upon the death of Mr. Verjans. '

The Nomination Committee must cornprise at least
three directors, all of whom must be independent non-
executive directors. The Nomination Committee counts
four members: Mr. Jos Verjans {Chairman], Mr. André
Qosterlinck, Exeter International NV represented by
Mr. Paul de Vrée and Mr. Fred Chaffart.

The Nomination Committee was installed in 2005 and
held one m-eeting. All members were present. In this
meeting, the Committee reviewed the size, composition
and functioning of the board of directors and approved
its charter. -

w e
GCd _
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The Remuneration Committee i

The Remuneration Committee has overallresponsxbmty

~for reviewing and approving executive compensatIOD

|

and reviewing and admmlstermg equity compensatlon

This authority to decide on the remuneratcon of the
from the Code

which states that'the Committees may only r‘1ave an

Executive Management is a deviation

advisory function. This delegation and the comp05|t|on
of the Remuneration Committee guarantees that the
decision on the Executive Management's remuneration

is taken onl:y by independent directors.

The Committee must comprise at least iwo directors,
all of whom should be independent. The Con;nmittee
Mr.

counts three André Qosterlinck
[Chairman], Exeter International NV represented by

members: j

Mr. Paul dé Vrée and Mr. Fred Chaffart. The Chairman

of the Board of Directors is invited to the meetmgs
of the Remuneration Committee as an ot‘:server
Although the Committee’'s charter deviates fr‘om the
Code in ite minimum composition requiremet}\wts, the
Remuneration Committee is in fact validly composed

of three members, all of them being independe§nt.

The Coimmittee held one meeting in 2005. All men;mbers

were T'present. In this meeting,

deliberated on the following topics:

. rewew of the world -wide remuneration policy and
employee expense budget

* review of the existing stock option plan

. review of the jubilee benefit plan,

* review of the functioning of lh_e executive manage-
meht team and approval of its 20Q6'remunerat&on;

« review of the committee’s charter.

the Committee




. |
1.4. Term of Board

~ All Directors serve a term ending immediately . after
- the Annual General Meetihg of Sharehalders of 2008.
Abpointmer\ts are generally made fora telrm of six years
whichisthe imit set by Belgian Corporate Law. Members
can serve multiple terms subject to tf}\e Nomination
Committee’s review of the functioning of tjhe Board. Due
to the specialized nature of the Compan&l's activities, it
is considered to be in the interest of the Company to
- maintain board members for a longer peEriod in order to
retain the in-depth knowledge of the hig‘hly specialized
markets in which the Company operates.

Menibers

1.5. Related-Party
transactions

Itis the responsibility of the Audit Committee, as defined
in its charter, to review and approve all related-.;;arty
transactions including as defined by Marketplacé Rule
4350 [h) of the NASDAQ Stock Market, and aﬁy other
significant conflicts of interest involving'u Directors
or members of the Executive Management. It is the
responsibility of the relevant Dir@ctér or executive

manager to inform the Audit' Committee of the
contemplated transaction. =

Two - related-party  transactions , concerning  the
‘Chairman of the Board were brought to the attention of
the Audit Committee in 2005 for an aggregate amount of
approximately € 6,000 and both were approved.




|

i
A fixed remuneration of € 1,000 per meeting of the
Board of Directors and of the Committees is awarded
to the Directors, as decided by the Annual Me‘eting of

Shareholders held in 2001 and 2003. " . \ )
. |
|

The global amount of fees paid in 2005 to all Qirectofs
for service on the Board of Directors and its Committees,
amounted to € 57,000. Non-executive Directors ‘r‘eceived
in the aggregate € 44,000 divided as follows: Mr. Jos
Verjans (€ 8,000], Mr. André OQosterlinck (€ 113,000],
Exeter International (€ 13,000} and Mr. Fred Chf‘;ffart (€
10,000). No other remuneration or benefits were granted
to the non-executive Directors except to Mr. Ven‘jans for

services and transactions as setoutunder” relatéd—party

i

1.6. Remuneration of Board Members

transactions” above, for a total amount of approximately

€ 6,000. Executive directors in their capacity as Director ’

received in the aggregate € 13,000 divided as follows:
Mr. Antor De Proft (€ 6,000) and Mr. Gust Smeyers (€
7.000].

No loans or advance payments are given to the Directors.
No options or warrants or other equity instruments are
granted to non-executive Directors.




The Board of Directors has entrusted the% Chief ExecQtive Officer with the managementof the Company. [n arder to

execute this responsibility, the Chief Executive Officer has established a Senior Management Team. Col ectlvely
the Chief Executive Officer and his Senior Management are referred to as "Executive Management”.

Anton DeProft President and CEO
|
|
i
|
|
o |
Gust Smeyers Vice President Research and Development
Guido Verveort ‘ Vice President Operations
Koen Gutscoven Vice President Marketing and Sales ‘

in principle, the Executive Management meets once a month.

@)
La




Besides the executive managers, the world-wide

members:

Seiichi Kohnoike

Robin Kam

Masoud [Max] Mirgoli

John Zabolitzky

‘Stephanus Wansleben

Godwin Tse

Elton Lee

The world-wide Management Team meets
evolution and budgets.

|
|
| ‘ v
G?nerat Manager of ICOS Vision Systems GmbH, Germany

General Manager of ICOS Vision Systems Ltd, Hong Kong and
ICOS Vision Systems {Shenzhen] Co. Ltd, China

|
|
|
\
|
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principle twice a year in order to discuss market and product

eneral Manéger of ICOS Vision Systems Ltd, Japan

G.éneral Manager of ICOS Vision Systems Pte Ltd, Singapore

General Manager of ICOS Vision Systen%s inc., USA

General Manager of ICOS Vision Systems GmbH, Germany

Management Team consists of the following additional

General Manager of ICOS Vision Systems Korea Co. Ltd., South Korea




2.2. Executive
‘Management’s
Remuneration

' The aggregate remuneration paid, to thF members of
the Executive Managerment during 2005 amounted to

£ 740.598. No loans or advance payments are given to

these executive managers. o

This total remuneration consists ‘o/f“ia‘asic salary (€
639,662), variable remungraﬁén in func‘tion of budget
and other target ach@evén:nents as well a‘s consolidated
profits (€ 50,079) add other benefits of \/sf/hich the most
important arerc'a'r allowances (€ 50,857]@

: |
It was unanimously decided by the Boajrd of Directors
not to separately disclose the remuneratjion of the CEQ

but to disclose the remuneration of the eintire Executive

Management as a group. i o
Y A
|

No shares, warrants, options’ or |other equity
|

instruments were granted in 2005 to the CEQ or to the
other memAbers‘ of the Execptive Mar;\agement No
special contractual recruitment or termination rights
" “have been granted to the"members-of/the Executive =
Mapagement other than the;applicabte provisions of
Belgian social law. Pension plans are n‘ot available to

the Executive Management.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
ICOS Vision Systems Corporation NV

|
|

We have audited the accompanying consolifiated balance sheets of ICOS Vision Systems Corporation NV,
a Belgian corporation, and subsidiaries, as|of December 31, 2005 and 2004, and the related consolidated
" statements of income, stockholders’ equityland comprehensive income (loss), and cash flows for each of
the years in the three-year period ended December 31, 2005. These consolidated financial statements
are the responsibility of the Company’s rn?anagement. Our respaonsibility is to express an opinion on

these consolidated financial statements ba“sed on eur audits.

We conducted our audits in accordance wit}h the standards of the Public Corhpany Accounting Cversight
Board {United States]. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporiting the amounts and disclosures in the financial statements.
- An audit also includes assessing the accbunting principles used and significant estimates made by
management, as well-as evaluating the overall financial statement presentation. We believe that our

!
audits provide a reasonable basis for our opmlon

In our opinion, the cons’olidated financial‘statements referred to above present fairly, in all material
respects, the financial position of ICOS Vtsmn Systems Corporation NV and subsidiaries as of December
31, 2005 and 2004, and the results of the|r‘ operations and their-cash flows for each of the years in the
three-year period ended December 31, 2005, in conformity with U.S. generally accepted accounting
principles.

. —
o .
/
- KLYNVELD PEAT MARWICK GOERDELER

- Bedrijfsrevisoren Hasselt, B_elgium
Represented by J. Briers February 14, 2006
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CONSOLIDATED BALANCE SHEETS !
o {ln thousands of EURO excepl share datal ~

4
December 31, 2005 ¢ 2004
ASSETS
Current Assets: -
Cash and cash equivalents ' 50,728 42,179
Trade accounts receivable, net of allowance for doubtful accounts
of € 58 and £ 82 at December 31, 2005 and 2004, respectively 26,542
. Inventories, net (Note 2] : 25,368
Prepaid expenses ) 249
Current deferred tax assets {Note 5] . - 874
Oth 2,307

Net property and equipment {Notes 3, 7land 11) . 10,131 10,134
Intangible assets [Note 1 (U]} 4,257 ° 5,505
Goodwill [Note 1 (m]) . 1,149 1,149

Other assets (Note 1 (k]}

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Trade accounts payable : 12,994 5466
Current portion of long-term debt (Note 8] . 638 681
Accrued expenses : 5,705 3,509
Income taxes payable 1,472 2,990

o
o
w
=

Deferred revenue (Note 1 [p)
Other current liabilities (Note 4)

2,095

Long-term debt, excluding current portion (Note 8} 3,852 4,490

Noncurrent deferred tax liabilities (Note 5) : 1,192 905
Provision for warranty {Note 1{gl] | 395 408

Commitments and contingencies [Notes 7 and 13

Stockholders™ equity: [Nate 9)
Common stock, no par value, 10,557,460 and 10,527,310 shares issued

and outstanding at December 31, 2005 and 2004, respectively 3,247 3,237
Additional paid-in capital : 22,524 22,396
Retained earnings 63,782 50,279
Accumulated other comprehensive income (loss] ) (472) {3,004]

. ¥
. . j
See accompanying notes to the consolidated financial statements 6 v




CONSOLIDATED STATEMENTS OF INCOME!
{in thousands of EURO, except share: data]

Year

s ended December 31,

2004 2003

Revenues [Notes 11and 12)-
Cost of oods sold

89,326
35 012

Operating expenses:

Research and development (Note 1 {r)

Selling, general and administrative

Other income:

Interest income 513 534
Interest expense (362) (398
Other income 155 | 176
Forei

408’ {212)

Income before income taxes

28,193 5,968

Income taxes [Note 5)

7,727 641

See accompanying notes to the consolidated fina

ncial statements




. CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

AND COMPREHENSIVE INCOME (LOSS)
lin thousands of EURD, except share data}

Common Stack Additionat Retained | Accumulated | Comprehensive | Stockholders’
paid-in Earnings Other | Income [Loss) . Equity
Number Amount Capital Comprehensive
of Shares Income {Loss)

9,893

Comprehensive income [loss)

Net income for year - i - - 5,327 - 5,327 - 5,327
Foreign currency s : . .
translation adjustment - - - - (1,168) [1,168) [1,168)
Total comprehensive ‘ ‘ .
income {loss) AN - : 4,159
—
\

507,81

7

54,052

Comprehensive income {loss) : |

Net income for year -1 - - 20,466 | . - 20,466 20,466
Foreign currency | i o _
translation adjustment - - - - | [1.696) [1,696) {1,696)

Total comprehensive ‘
income (loss) 18,770
Shares issued in connection

with the exercise of » ,
stock options 19.500 7 79 .- - 86

Comprehensive income (loss)

Net income for year ‘ - - - 13,503 - 13,503 13,503
Foreign currency k _ :
-translation adjustment .- - ) - - 2,532 2,532 © 2,532

Total comprehensive
income (loss) 16,035
Shares issued in connection
with the exercise of N : ¢
stock options 30,150 . 10 128 ] - ) - 138

Balance at Decémber 31,2005 110,557,440 2 2,524 3,782 72).

See accompanying notes to the consolidated financial statements ) eyt




CONSOLIDATED STATEMENTS OF CASHFLOWS, . ..

(in thousands of EURQ)

Years ended December 31, 2005 2004 2003
Cash flows from operating activities
Net income | 13,503 20,466 5,327
Adjustments to reconcile net income to net '
cash provided by (used in] operating activities:
Depreciation and amortization j 2,080 1,356 764
Allowance for doubtful debts (24) 7 (43)
Loss on disposal of property and equipment 20 11 63
Deferred tax expense [benefit) 612 3,689 (677)
Changes in assets and liabilities: | = :
Decrease {increase] in trade accounts receivable (8,908} (3,582 (6,322
Decrease (increase} in inventories (6,097) (7,736 608
Decrease lincrease) in prepaid expenses and ather current assets (207) (812) 4n
Decrease {increase) in other assets - 1471) 59
[Decrease) increase in trade accounts payable 7.284 910 3,366
(Decrease) increase in accrued expenses 2,014 673 1,191
[Decrease) increase in income taxes payable {1,821) 2,030 824
{Decrease) increase in other current liabitities 1,123 4,942 (771)

(Decrease) increase in provision for warranty services

(238)

Cash flows from investing activities

Additions to property and equipment

{1,555)

Purchase of acquired intangible assets

- 16,129)

Acqguisitions, net of cash received

d infinvestin

Cash flows from financing activities

Repayment of borrowings 1

(647)

Proceeds from shares issued in connection
with the exercise of stock options

Capital lease payments

Vet'cash'uséd infinancing activitie

Increase in cash and cash equivalents

12,965

Impact of exchange rate movements on ca

(316

Cash and cash equivalents at beginning of
‘and-cal valents atend ofp

30

Supplemental disclosure

Cash paid during period for interest

362

398

Income taxes paid -

2,042

488

See accompanying notes to the consolidated fin%ncial statements
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December 31, 2005 and 2004

1. Summary of Significant Accgunting Policies

a. Basis of Presentation
The accompanying consolidated financial statements present the results of operations, financial position
and cash flows of ICOS Vision Systems [Corporation NV {"ICOS” or “the Company”) and its subsidiaries [ICOS
together with its subsidiaries, “the Group”). o

\

The consolidated financial statements|are prepared in accérdance with U.S. generally accepted accounting

de for US reporting purposes which are not recorded in the Company’s

principles. They reflect adjustments ma
Belgian statutory accounts.

|
b. Description of Business {

|

ICOS was incorporated in Belgium in 198‘9. The Company,was incorporated to act primarily as a holding company
through which management and certain investors purchased a controlling interest-in ICOS Vision Systems NV
["ICOS BE"). 1COS BE was incorporated in 1982 in Belgium, to design, develop, manufacture, market, sell and
support machine vision and inspection systems for industrial applications.

On July 23, 1998, ICOS acquired 100% ‘ownership of 1COS Vision Systems GmbH (formerly QTEC Industrie-
Automation GmbH] ("IC0S DE”), locate‘d in Oberhaching, Germany. This subsidiary operates primarily as 2
R&D center for the Group and provides|sales and suppor} services for the non-semiconductor applications.

On December 27, 2002, ICOS incorpor‘ated a new subsidiary ICOS Vision Systems Limited (“1COS HK"), in’

Hong Kong, and effective January 1, 2003, the operations of the previous ICOS BE branch office in Hong Kong,
were transferred to this newly incorpor{ated subsidiary. The subsidiary ICOS HK provides sales and support
services in its region‘al market and is b?th a R&D and production center of the group. Through ICOS HK, the
company has acquired in March 2004, 100% ownership of ICOS Vision Systems (Shenzhen) Co. Ltd. ["ICOS
Shenzhen"), formerly Jointech Precision Equipment (Shenzhen) Co. Ltd. for a total consideration, net of cash
received, of € 35. ICQS Shenzhenis a groduction plant of the group.

On May 14, 2003, ICOS incorporated a n(lew subsidiarvaCOS Vision Systems Pte. Ltd. {"ICOS SG”], in Singapore,
and effective June 1, 2003, the operations of the previous ICOS BE branch office in Singapore, were transferred
to this newly incorporated subsidiary. This subsidiary provides sales and suppart services in the area
Singapore, Malaysia and Thailand.




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
{in thousands of EURO]

On April 20, 2004, ICOS incorporated IC0OS Vi‘s.ion Systems Korea Co. Ltd. ["ICOS KO"), in South Korea. This
subsidiary provides sales and support services in South Korea.

On December 19, 2005, ICOS acquired 100% ownershlp of ICOS Vision Systems, Inc. { ICOs Us’ "}, located in .
California, United States of America, and ICOS Vision Systems, Ltd. ["ICOS JP"], tocated in Yokohama, Japan.
Previously these subsidiaries were owned by lCOS BE. Both subsidiaries provide sales and support services

At December 31, 2005, the Company owns substantlally all of the outstanding shares of ICOS BE (99.9%. of
ICOS DE (100%), of ICOS HK {100%], of ICOS SG (100%], of ICOS KO (100%], of ICOS US {100%] and of ICOS JP

[100%). Accordingly, the consolidated f|nanC|‘al statements include the accounts of ICOS, ICOS DE, ICOS SG,
ICOS KO, 1C0OS US, ICOS JP, ICOS BE and theconsolidated accounts of [COS HK including its wholly owned

subsidiary ICOS Shenzhen. All significant int‘ercompany balances and transactions have been eliminated in
the consolidated financial statements. : - -

in their regional markets.

c. P‘rinciples of Consolidation

d. Foreign Currencies

& Functional Currency

Revenues are denominated in several currer‘cies, of which the majority was denominated in Euro (€] or in
United States Dollar [$]. Atthe same time, thr—"T majority of the expenses were incurred in Euro. The functional
currency of ICQS, ICOS BE and ICOS DE is the; Euro.

The functional currencies of the other ICOS Sl{bsidiaries are the Hong Kong Dollar ([HK$ or HKD] for ICOS HK,
the Singapore Dollar [S$ or SGD) for ICOS SG, the South Korean Won (KRW] for ICOS KO, the U.S. Dollar for

ICOS US and the Japanese Yen [JPY) for ICOS|JP.
. .

2 Foreign Currency Translation
The income statements and balance sheets of ICOS HK {including ICOS Shenzhen] ICOS SG, ICOS KO, IC0S
US and ICOS JP are translated into Euro us ng the current rate method in accordance with SFAS No. 52.
. Under the current rate method, the assets and liabilities of these entities are translated at exchange ratesin
effect at the end of the period, and revenues and expenses are translated at the average exchange rate during
“the period. All cumulative translation gains or losses are |ncluded in accumulated other comprehensive
income.

Movements on the consolidated cash.flow statements are translated into Euro at average exchange rates
during the periods and, accordmgly, may not correspond exactly with related movements on the balance
sheets. v
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Foreign Currency Transactions

Exchange gains and losses arising from transactions denominated in foreign currencies are included in the
-accompanying consolidated statements of income (loss].

e. Use of Estimates
' |

The preparation of consolidated finar‘wcial statements in conformity with generally accepted ‘accounting ‘

principles requires management to r‘nake estimates and assumptions that affect the reported amounts
of assets and liabilities and dlsclosures of contingent assets and liabilities at the date of the consolidated

financial statements, and the reported amounts of revenues and expenses during the reporting period. The
Group uses estimates in its normal course of buginess to evaluate the allowancé for doubtful debts, warranty,
excess and obsolete inventory, deferrted tax assets and other provisions. Actual results could differ from

those estimates.

f. Revenue Recognition \
\
\

The Group recognizes revenues from the sale of its vision and inspection modules and of spare parts upon
delivery and installation for inspection systems provided that transfer of title and risk of loss has passed
to the customer [both direct third par‘ty customers or-threugh distributors), that no significant obligation
remains and the collection of the related trade account receivable is reasonably assured. The Group has
no significant contractual post-shipment support obligations to its customers, except for certain warranty

]
obligations discussed in Note 1(g). Transport and handling costs are recorded in cost of goads sold in the

same period the related revenue is recognized.

\

| ~
g. Derivative Financial Instruments an}d Hedging Activities

. .
In accordance with SFAS No. 133, Acclounting for Derivative Instruments and Certain Hedging Activities and
SFAS No. 138, Accounting for Certain Derivative Instruments and Certain Hedging Activity, an Amendment of
SFAS Né. 133, all derivative instrumentls are recorded on the balance sheet at their respective fair values. ‘

|

As at and for the years ended Decembeir 31, 2005 and 2004, the Group did not enter into any forward exchange

contracts, nor any derivative instruments.

|

The carrying amounts of cash and cash equivalents, trade accounts receivable, other current assets, trade
accounts payable and accruals meetmg the definition of financial mstruments approximate their fair values
due to the short maturity of these |tems, ‘
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h. Cash and Cash Equivalents

The Group considers all-cash balances and highly liquid short-term investments which have original maturity
dates of three months or less to be cash equivalents. ' ' '

i. Inventories

Inventories comprise materials, direct labor a‘md manufacturing costs and an appropriate allacation of certain

indirect overhead costs and are stated at the lower of cost (determined on a weighted average basis] or
I

market. Management performs periodic reviews of inventory and provides for excess and obsolete inventory

or disposes of such inventory as considered necessary.

j. Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and, their respective tax bases, and to operating loss carryforwards.
Deferred tax assets and liabilities are measured using enacted tax rates expecvted to apply to taxable income

in the years in which those temporary diffe‘rences are expected to be recovered or settled. The effect on

deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the

enactment date.

k. Gther Assets

Other noncurrent assets consist primarily of ‘Ucenses for handling technology and deposits. The licenses are
recorded at cost and are being amortized twe“r their useful life (8 years). Amortization expense for the years
ended December 31, 2005, 2004 and 2003 was € 117, € 120 and € 283, respectively.

L. Intangible assets

In June 2004, the Company acquired the wafer inspection business of Siemens AG. .Under the terms of the
agreement, [COS acquired, for a cash consideration of € 6,250, the rights to all of Siemens’ two-dimensional
(2D} wafer inspection technology, as well as the assets related to the wafer inspection business.

The purchase price has been allocated as follows : € 121 to movable tangible fixed assets, to be depreciated
over the estimated useful lifetime (3 years);|€ 3,000 to non compete agreements, to be amortized over 3.5
years and € 3,129 to Intellectual Property {including patent applications), to be amortized over 8 years.

o
o




NOTES TOT_THE CONSOLIDATED FINANCJAL

n thouslands\of EU

Amortization has commenced as of ._JLHly 1.- 2004, being the effective start of the transfer of the business
know-how. The amortization expense‘ for the years ended December 31, 2005 and 2004 was € 1,248 and
€ 624, respectively. The estimated arqortlzatlon expense for the next 5 years is : € 1,248 in 2006 and 2007,

and € 391 in 2008, 2009'and 2010. ‘

m. Goodwill \

|

Goodwill of € 2,044 was recorded with Ethe acquisition of ICOS DE during 1998. It has been recorded at cost
and was being amortized until 2001 onla straight-line basis over an eight-year period, being the estimated
useful life of the asset. As of January 1‘ 2002 the Company adopted the provisions of SFAS No. 142, Goodwill
and Other Intangible Assets. Goodwill and intangible assets aéquired in a purchase business combination and
determined to have an indefinite usefdl life are not amortized, but instead tested for impairment at least
‘ons of SFAS No. 142. SFAS No. 142 also requires that the intangible
assets with estimable useful lives be an"mortized over their respective estimated useful lives to their estimated
residual values, and reviewed for impalrment in accordance with SFAS No 144, Accounting for Impairment or

Disposal of Long-Lived Assets.

annually in accordance with the provisi

'

n. Property and Equipment

|
|
\
|
|
}
The Group records property and eqmpn\went at cost and then provides for depreciation using the straight-line
method over the estimated useful lives of the assets as follows:

Estimated Useful Life

| -
|
\
|

Machinery and equipment 5years
Vehicles and computer equipment 4 years
Furniture | 7 years
Building | 40 years

When property and equipment is retiredlor sold, its cost and the related accumulated depreciation are written
off and the resulting gain or loss is included in income.

0. Impairment of Long-Lived Assets

SFAS No. 144 provides a single accounting model for impairment of long-lived assets, other than goodwill
and assets to be disposed of. -
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[

In accordance with SFAS No. 144, long-lived ‘assets, such as property, plant and equipment, and purchased
intangibles subject to amortization, are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and

used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash

flows expected to be generated by the asset. |If the carrying amount of an asset exceeds its estimated future
cash flows, an impairment charge is recognized for the amount by which the carrying-amount of the asset
exceeds the fair value of the asset. Assets t? be disposed of would be separately presented in the balance
sheet and reported at the lower of the carrying amount or fair value less costs to sell, and are no longer
depreciated. The assets and liabilities of a disposal group classified as held for sale would be presented
separately in the appropriate asset and Uabili‘ty sections of the balance sheet.

Goodwill and intangible assets not subject to amortization are tested annually in the course of the fourth
quarter of each fiscal year, for impairment,/and are tested for impairment more frequently if events and
circumstances indicate that the asset might be impaired. An impairment loss is recognized to the extent that
the carrying amount exceeds the asset’s fair value. The Group believes that no.such impairment exists at
‘December 31, 2005. ‘ '

p. Deferred revenue

Deferred revenue relates to sales in the ordinary course of business of the Group's products, for which all of

the revenue recognition criteria [Note [1f]] ha_‘ve not yet been met at the balance sheet date.

q. Warranties

The Group provides warranty coverage on its products from the date of shipment. The warranty period is
.generally 12to 24 months. Management has jestimated the cost of warranty coverage to be approximately 2%
of revenues derived from the last year sales of end user products. This estimate is subject to review and may
be changed when deemed appropriate by management. Estimated costs related to the warranty are accrued
in the period of revenue recognition. Warranty expense is included in selling, general and administrative
expenses. ‘
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The provision for product warranty reflects the estimated costs of replacement and free-of-charge services
that witl be incurred by the Company with respect to products sold. The changes in the provision for product
warranty are as follows:

2005 2004
Balance as of January 1, 1,361 646
Additions 973 1,273
Utilizations [1,017] (558)

Management believes that € 922 and 61953 of the total warranty provision as of December 31, 2005 and 2004
should be classified as current {included in other current tiabilities).

r. Research and Development

. \ ) -
The Group engages in research and development to enhance existing products and to develop new products
to meet new market opportunities. Th‘e Group expenses research and development costs as incurred. The

Group has carefully evaluated the tech\nologica,lﬂvfeasibility of the software portion of its products during the

" develepment stage in accordance with SFAS No. 86, Accounting for the Costs of Computer Software To Be Sold,
Leased or Otherwise Marketed. | '

The Group sells products in a market th‘at is subject to rapid technological change, new product development

and changing customer needs. Accordingly, the Group has concluded that it cannot determine technological
feasibility until the development stage c‘:f the product is nearly complete. The time period during which casts
could be capitalized from the point of|reaching technological feasibility until the time of general product
release is very short and, consequently, the amounts that could be capitalized are not material to the Group’s

financial position or results of operations.

The Regional Government of Flanders and the European Community provide non-refundable financial support

for certain research and development projects, which is used to offset gross research and development

expenses. This financial support is recorded when cash is received and the expenses have been incurred.
The Group incurred research and development expenses as follows:

o
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Years ended December 31, : 2005 2004 2003

Research and development expenses,
net of government funding
Government funding

6,506
502

Totalgrass research and development:expen

" s. Commitments and Contingencies

|
Liabilities for loss contingencies arising from‘ claims, assessments, litigation, fines and penalties, and other

sources are recorded when it is probable that’La liability has been incurred and the amount of the assessment
and/or remediation can be reasonably estiﬁwated._Legal costs in connection with loss contingencies are

: 1
expensed as incurred. \
|

t. Stock Option Plan

" The Company recognizes compensation costs using the intrinsic value based method described in APB No. 25,
Accounting for Stock Issued to Employees. SFAS No. 123 permits the continued use of the intrinsic value based
method, but requires additional disclosures, including pro forma calculations of net income and earnings per |
share, as if the fair value method of accountin‘g prescribed by SFAS No. 123 had been applied in respect of the

Employee Stock Plans in 2005, 2004 and 2003.

Had the Company determined compensation
Stock Plans under SFAS No. 123, the Comp
amounts indicated below: :

‘cost based on the fair value at'the grant date for the Employee
any’s net income would have been reduced to the pro forma

|
|
|

2005 2004 2003
Net income, as reported 13,503 20,466 5,327
Deduct total stock-based employee compens‘ation
expense determined under fair-value-basgd
method for all awards, net of tax (74) {137} [264)
Pro forma net income 13,429 20,329 . 5,063
Basic earnings per share, as reported . 1.28 1.95 0.51
Basic earnings per share, pro forma ) 1.27 1.93 0.48
Diluted earnings per share, as reported : 1.26 19 0.50
Diluted earnings per share, pro forma ’ 1.25 1.90 0.48
pr———
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| .
There were no stock optien grants made in 2004 or 2005. The per share weighted average fair value of stock
purchase rights granted during 2003 was € 2.06, on the date of grant usmg the Black Scholes option-pricing
model based on the following w91ghted average assumptions :

2003
Expected dividend yield ‘ -
Expected volatility factor ‘ . 50%
Risk free interest rate 2.08%
Expected life in months : 58

u. New Acceunting Pronouncements

8 In December 2004, the FASB'issued S’tatement of Financial Accounting Standards No. 123 [revised 2004}, Share-

Based Payment [SFAS No.123R}, which rev‘ised SFAS No.123, Accounting for Stock-Based Compensation. This statement

supersedes APB Opinion No. 25, Accour?ting for Stock Issued to Employees. The revised statement addresses the
accounting for share-based payment transactions with employees and other third parties, eliminates the ability to

account for share-based compensation tr‘ansactions using APB 25 and requires that the compensation costs relating
to such transactions be recognized in the consclidated statement of income. The revised statement is effective as

of the next fiscal year beginning after Ju}ne 15, 2005. The adoption in 2006 will not have a significant effect on the

Company's financial statements. ‘

2 In December 2004, the FASB issued Statement of Financial-Accounting Standards No.151, Inventory Costs, which
clarifies the accounting for abngrmal amounts of idle facility expense, freight, handling costs, and wasted material -
(spoilage). Under this Statement, such ltems will be recognized as current-period charges. In addition, the Statement

requires that allocation of fixed producnon‘ overheads to the costs of conversion be based on the normal capacity of the
production facitities: This Statement will ?e effective for the Company for inventory costs incurred on or after January
1, 2006. The adoption of this Statement vyill not have a significant effect on the Company’s financiat statements.

B InMarch 2005, the FASB issued FASB‘ Interpretation No 47 Accounting for Conditional Asset Retirement Obligations

which requires conditional asset retirem%nt obligations to be recognized if a legal obligation exists to perform asset
retirement activities and a reasonable estimate of the fair value of the obligation can be made. FIN 47 also provides

|

guidance as to when an entity would have sufficient information to reasonably estimate the fair value of an asset

retirement obligation. The Company ado;pted the provisions of FIN 47 on December 31, 2005. No conditional asset

retirement obligations were fecognized|and, accordingly, the adoption'of FIN 47 had no effect on the Company's
financial statements. : | ‘ '

& In May 2005, the FASB issued Staterlnent of Financial Accounting Standards No. 154, Accounting Changes and
Error Corrections. This Statement establishes, Unless impracticable, retrospective application as the required method

for rep'orting a change in accounting priﬁciple in the absence of explicit transition requirements specific to a newly

i

adopted accounting principle. This statement will be effective for the Company for all accounting changes and any

o . \
error corrections occurring after January 1, 2006.
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v. Risks and Uncertainties
& Nature of operations i
The Company is active in a rapidly changing market and depends on the cyclical demand of the semiconductor
and electronic assembly.industries, which may affect its financial condition and results of operation.
Furthermore, the market for the Company's|products is characterized by rapidly changing technology. The
Company’s future success will dependupon its ability to enhance its existing products and to develop and
introduce new products to meet customer rebuirements and address technological developments.

8 Customer Concentration v

The Company markets and sells its products to a broad base of customers including original equipmént
manufacturers [OEMs), and component manufacturers. The Company anticipates that a significant portion

_ of its revenues will continue to be derived fr%m a relatively small number of customers [Note 12]. A loss of,

or reduction or delay in, orders from these or other significant customers, including reductions or delays due

to market, economic or competitive condition:s in the semiconductor or electronic assembly industries, could
have a material adverse effect on the Compa‘ny's business and financial statements as a whole.

& International Operations ‘

The Company’s business is conducted world-wide, primarily in Europe, Japan, Rest of Asia and the United -

l

States. As a result, the Company’s revenues and profits are, to a very high degree, subject to the general

econaomic conditions in such areas. There can be no assurance that a change in the economic conditions

within one or more of these areas will not have a material adverse effect on the Company’s business, financial

condition and results of operations. Furthe‘r the Company’s business may be adversely affected by risks

inherent in |nternat|onat operations, lncludmg fluctuations in currency exchange rates, transportatnon delays
or interruptions from international suppluers various regulatory requirements, political and economic

changes greater difficulties in trade accounts receivable collection, and possnbly adverse tax consequences.

Jnventories i

The Company maintains a level of inventory of which some portion may be for certain products in excess of

the Company's current requirements based on the recent level of sales. Management closely monitars the

inventory levels, taking into consideration the industry market conditions, and believes no additional loss will

be incurred on its disposition over the amour!ns provided for in 2005. No estimate can be made of a range of .

amounts of loss that are reasonably possible ‘shoutd the market conditions in the semiconductor or electronic
assembly industries deteriorate from the current level of sales.

2 Concentration of Credit Risks 3
The Company sells products to customers|located throughout the world. The Company in many cases
does not require collateral. The Company maintains credit procedures to evaluate the credit worthiness of
prospective customers and monitors ctose[y he collection of accounts receivable. Management believes that
no additional loss will be incurred over the amounts provided in 2005.
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w. Net Earnings per Share

NOTES TO TH]

. CONSOLIDATED FINANCIAL STATEMENTS.
sEURD): e L B i

The Company reports basic and diluted e‘arnings per share ["EPS”]. Basic EPS is based on the weighted average
number of shares outstanding during the periods, while diluted EPS additionally includes the dilutive effect of

the Company’s outstanding stock options computed using the treasury stock method.

2. Inventories

Inventories consisted of the following;

December 31, 2005 2004
Raw materials 9,651 7,933 -
" Work-in-progress 11,753 7,612
Finished goods 6,582 4,499
d obsolete inventor

3. Net Property and Equipmen

t

\

Property and equipment consisted of the following:

J

December 31, 200,5 2004

Land 615 615 .
Buildings 10,341 10,322 !
Machinery and equipment ‘ 2,946

The depreciation expense of property

and equipment for the years ended December 31, 2005, 2004 and

2003 was € 715, € 612 and € 481, respectively.
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4. Other Current Liabilities

Other current liabilities consisted of the following:

December 31, 2005 2004
Current portion warranty provision 922 953
Payable with respect to acquired intangible assets - 2,250

Oth

-5. Income Taxes

Income tax expense consisted of the following:

Years ended December 31, 2005 2004 2003

. Current
Belgium 304 354 -
- " Rest of the world 3,193 3,672 1,304

Deferred

Belgium

362

Rest of the world

Income (loss) before taxes was derived from the following sources:

.

Years ended December 31,

2005

2004 2003

Belgium

[114)

10,671 (2,151

Rest of the world

17,705

17,522
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The actual income tax expense for tf
“expected” tax computed by applying

taxes in the year ended December 31,
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of EUROI

e years ended December 31, 2005, 2004 and 2003 differs from the
the Belgian corporate income tax rate of 33.99% to income before
2005, 2004 and 2003 as follows:

Years ended December 31, 2005 2004 2003 .
Computed "expected” tax expense 5,979 9,583 2,028
Investment credits (211} (184) {129)
Tax on undistributed earnings 294 388 66
Increase [decrease) in valuation allowance - - {623) (982)
Disallowed expenses 181 235 133
Differences in foreign tax rates 12,331} {1,672) (740)
Other 176 - 265

Deferred income taxes reflect the tax impact of temporary differences between the amount of assets
and liabilities for financial reporting purposes and such amounts as measured by current tax laws and
regulations. The tax effects of the temporary differences that give rise to significant portions of deferred

tax assets and liabilities at Decembe

r 31, 2005 and 2004 are as follows:

December 31, 2005 2004

Deferred tax assets ‘

Inventories, principally due to intra—Gj

roup profit elimination ' 720 306

Tax operating loss carryforwards 571 1,157
Intangible assets 999 776
Oth 232 277

Less valuation allowance

Deferred tax liabilities !

Inventories, principally due to costs not inventoried for tax purposes (162) (226}

Property and equipment, principally d

ue to accelerated tax-depreciation {1,373 {1,252)

Deferred undistributed earnihgs of su

bsidiaries (1,037 (742)

Other

(268) 123)
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|
The Group considers that it is more likely than not that the results of future operations as well as the

future reversal of existing deferred tax liatgilities will generate sufficient taxable income to realize the

deferred tax assets, ’ ‘ ‘

The Group has available net operating loss ‘carryforwards, totaling approximately € 1.7 million, of which

€ 1.3 million may be carried farward indefinitely. The remainder of € 0.4 million will expire in the years
through 2025. : 1

The Group is able to draw down funds fror‘n lines of credit available in Belgium. The total borrowing

capacity of these facilities at December 3i‘l, 2005 and 2004 amounted to € 2,256, The interest rates

6. Credit Facilities

- applicable to these credit lines are the market rates [Euribor]. Revisions to the interest rates are based

on market fluctuations. ‘
1
During 2005 and 2004, the Company had z\ero outstanding under the line of credit facilities and other
short-term borrowings. }

The weighted average cost of short-term| debt, including the current portion of long-term debt, at
December 31, 2005 and 2004 approximated 6.70% and 6.99%, respectively.

7. Leases

The Company has several non-cancelable operating leases, primarily for motor vehicles and office

premises, which expire over the next three tto five years. These leases generally contain renewal options

for periods ranging from three to five years|and require the Company to pay all executory costs such as
maintenance and insurance. Rental expenﬂse for operating leases (except those with lease terms of a
month or less that were not renewed) amounted to € 971, € 868 and € 734 for the years ended December
31, 2005, 2004 and 2003, respectively. ’

=
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Future minimum lease payments under non-cancelable operating leases {with initial remaining lease

terms in excess of one year) as of December 31, 2005 are:

Operating Leases

Year ending December 31, |

2006 886
- 2007 : 778
2008 485
2009 415
2010 ) 397

Total minimum i€asé payment

8. Long-Term Debt

Long-term debt consisted of the following obligations:

December 31, 2005 2004
« Construction loan due December 2005 :

with interest at 7.50% (1) - - - 37
Loan due December 2005 )

with interest at 7.25% (2) - 42
"Construction loan due February 2006

with interest at 7.60% (3] ' 37 74
Construction loan due March 2012

with interest at 6.30% (4) 1,392 1,548

Construction loan due March 2012
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[1) This construction toan for the previous premises of the Company was held with Dexia Bank. Interest

was payable quarterly on the principal outs

(2) The loan to finance the acquisition of land was held with Fortis bank. Interest was payable quarterly
The flna repayment of € 42 was in December 2005.

(3} The loan repayéble in-February 2006 is

construction of buildings of the previous premises of the Company. Interest is payable quarterly. The
principal is repayable annually with a final repayment of € 37 in February 2006.

(4] The loan of € 2.0 million from Dexia Bank, repayable in March 2012 was taken out to finance the

construction of the current premises.of
interest, amount to € 68,

- (5} The loan of € 4.4 million from Dexia B
the construction of the current premises
interest, amount to € 149.

The estimated fair value of long-terrn debt is approximately € 4,873 and € 5,499 at December 31, 2005 and .

2004, respectively. The estimated fair valu
similar terms and average maturities.

The aggregate maturities of long-term d

subsequent years endlng December 31, are as follows:

anding. The final repayment of € 37 was in December 2005.

held with Fortis Bank. The loan was taken out to finance the

‘the Company. The total quarterly installments, including

ank, also repayable in March 2012 was taken out to finance

«‘af the Company The total quarterly instaltments, including

e of debt is based on borrowing rates currently available with

ebt for the year endlng December 31, 2006 and each of the

2006 638
2007 640
2008 ! 681
2009 725
2010 772
2011 and thereafter 1,034

i)
)
@;
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9. Stockholders’ Equity

Common shares have no par value. |Each share has one voting right attached to it, and there is only
one class of common shares. Under‘ Belgian Law, the capital structure of the Company, including the
number of shares authorized and outstanding, is adopted in the Company’s Artlcles of Association and
may be changed by the shareholders‘ Until July 7, 2007, the Board is permitted to increase the capital
of the Company by a maximum of € 3\ 574 without obtaining the consent of the shareholders.

& Common shares
Following the 2002 Personnel Stock Option Plan [Note 10] the Company issued common shares as
follows: ’

2005 2004

Number of issued shares ’ 30,150 19,500
Increase of capital . 10 7
Increase of additional paid-in capital 128 79

|

At December 31, 2005 the total numder of comman shares outstanding was 10,557,440.

At December 31, 2005 and 2004, ma‘nagemenf owned approximately 10.5% and 11.1%, respelctively,
of the outstanding common shares qf [COS. In addition, non-executive directors and affiliates owned
approximately 14.6% and 16.4% of the outstanding common shares of {COS at December 31, 2005 and

2004, respectively. Private and institutional investors own the remainder of the shares.

5 Legalreserves
Included in the retained earnings are legal reserves of € 1,088 at December 31, 2005. Under Belgian
Law such reserves are not available for distribution to shareholders.

oy
ey
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10. 2002 Personnel Stock Option Plan

On November 15, 2002, the Board of Direc‘tors decided to set up a Personnel Stock Option Plan in the
context of which a maximum of 250,000 new shares may be issued.

The Personnel Stock Options are securities|that are not as such regulated in the Belgian Company Code.
They consist of a right to subscribe for a share, such right having all characteristics of a warrant, it being
understood, however, that the Company upon the exercise of a Personnel Stock Option may sell one

existing share of the Company. Each Personnel-Stock Option entitles the holder thereof to one share,

it being understood that the obligation of ttlne Company to proceed to the issue of a new share upon the
exercise of a Personnel Stock Option, lapse‘;s if, and as of the moment that, the Company within a certain
period of time as of natification of the exercise, has proceeded, or has allowed a third party to proceed, to
the sale of one existing share of the Company in consideration for the exercise price. Upen the exercise
of a Personnel Stock Option, one existing smare will be delivered {rather than a new share issued) to the

relevant holder of the Personnel Stock Options if, and to the extent that:

i) the Company at the end of the relevant exercise period, holds own shares; and (il the Company
believes that it may validly transfer such shares to the holder of the Personnel Stock Options that have
been exercised; and (jii) the Company has p‘urchased the shares that would be sold to the holder of the
Personnel Stock Options that have been exercised, at a price that is lower than the exercise price of the

Personnel Stock Options.

The offer of an aggregate of 245,300 Personnel Stock Options has been accepted on February 17, 2003
by the beneficiaries. Out of such 245,300 P‘ersonnet Stock Options, 25% are exerciseable from January

1, 2004 until December 5, 2009, 25 % are ex%rciseable from January 1, 2005 until December 5, 2009, 25%

are exerciseable from January 1, 2006 until December 5, 2009, and 25% are exerciseable from January
1, 2007 until December.S, 2009.

The exercise price of the Personnel Stock Opticns amounts to U.S. dollar 5.50.

During 2005 and 2004, an aggregate of 30,150 and 19,500 respectively, of Personnel Stock Options has -
been exercised (Note 9}. '

=
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11. Segment Disclosures and Related Information

The Company has adopted the disclosure requirements of SFAS No. 131, Disclosure about Segments of

_an Enterprise and Related Information. The Group operates in the machine vision industry. This involves

the development, manufacture, sale and support of machine vision and inspection systems for the
semiconductor and electronic asser‘nbly industries. The Group's product lines are inter-related and
integrated from a R&D, selling and production standpoint. The operating profitability of the Company
is monitored by management on an i‘ntegrated basis. Therefore, management considers that hased on

these aggregation criteria, only one reportable segment is applicable.

Disclosure of revenues by product line:

Years ended Decqmber 31, 2005 2004 2003

Inspéction Modules 15,437 20,742 12,960

Inspection Systems . 65,146 68,584 31,797
\ S

Disclosure of Geographic Information:
Revenues by Destination

Years ended December 31, 2005 2004 - 2003
Germany 12,312 13,069 8,126
Belgium ‘ M 202 262
Other European Countries 2,603 4,068 2,668
United States 6,952 5,475 4,779
Japan . - 11,120 24,117 7,169
Taiwan’ ' 14,243 12,046 7,943
SMT (Singapore, Malaysia & Thailand) | 10,898 13,404 . 7,576

Other Foreign Countries 22,144

Tata

Long-lived Assets . !
December 31, 2005 2004 2003

Belgium 9.581 9,705 . 8928
Other Countries

. 0%




NOTES TO THE CONSOLIDATED FINANCIAL STATEMEVT
lin thousands of EURO!

12. Significant Customers

The Company had two significant customer;s, namely Intel and Marubun Corporation, Who_ accounted for
-approximately 17% and 13%, respectively, of revenues during the year ended December 31, 2005.

|
The Company had three significant custo+ers, namely Marubun Corporation, Intel and Siemens AG,
who accounted for approximately 26%, 12% and 10%, respectively, of revenues during the year ended

December 31, 2004.

The Company had two significant customers, namely Siemens AG and Marubun Corporation who
accounted for approxmately 12% and 11%, respectively, of revenues during the year ended December
- 31,2003.

13. Commitments and Contingenciés

& SCANNER litigation )
In July 2000, ICOS was served with a Summons and Complaint by Scanner Technologies Corporaticn
("Scanner”] in the United States District Court Southern District of New York. The Complaint alleged
that certain of ICOS’ products, which relate to stereo vision inspection of ball grid array, chip scale
package and bumped wafer products, |nfr|qge U.S. Patent Numbers 6,064,756 and 6,064,757, Although
ICCS believes that its technology and products do not infringe any of these patents, ICOS partially settled
the case in 2003 for the majority of the sysitems it sold in the United States, those containing one light
source. [CQS had recorded provisions in respect of related legal expenses amounting to approximately
€ 0.5 million at December 31, 2002 and the ‘settlement fee of U.S. dollar 0.4 million was paid in 2003 and
was fully covered by these provisions. .

\
For the remainder of the systems, those‘ contammg two light sources, the District Court ruled in
summary judgment that ICOS was not lnfrlpgmg the patents. Scanner appealed this rulmg in May 2003
and on April 23, 2004, the United States C‘ourt of Appeals for the Federal Circuit vacated the District
Court’s summary judgment decision on a.narrow issue of patent claim construction, ruling that a literal
reading of Scanner’s patents at issue covered stereo vision inspection systems with illumination from
one or more light sources, and remanded the case to the District Court for further proceedings based
upon this new construction. The Appeals Court ruling did not address whether any of ICOS’ products
infringe any patent claims of Scanner or whether any of those claims, inctuding those relating to one or
more light sources, are valid or enforceabl?. The trial in the District Court took place in March 2005 and
the parties are awaiting a ruling. '

\ ns
\ |

|

\




% ilin thousands of EURO)

In July 2005, ICOS initiated a suit against Scanner in the United States District Court for the Southern
District of New York, seeking declara‘tory relief declaring that certain new patents issued and assigned
to Scanner, and relating to the samF or similar technology, are not infringed by any ICCS inspection
methods or processes. The suit was filed by ICOS based on the company’s reasonable apprehension
that ICOS may be sued by Scanner for infringement of the new Scanner patents. ICOS’ suit against
Scanner also seeks to enjoin Scanner from activities which ICOS believes constitute unfair competition.
Scanner has moved to dismiss the éomplaint or, in the a&ern‘ative. to transfer the case to Minnesota

where Scanner is headquartered.

While we continue to believe that we do not infringe any vatid or enforceable patents of Scanner, ongoing
litigation can be costly and time conéuming, and we cannot guarantee that we will prevail. If Scanner
were to prevail, it could obtain dam‘ages or expenses relating to the limited number of systems we
have sold in the United States, and e‘njoi'n us from further selling the infringing products or otherwise
infringing Scanner’s patents in the| United States. We intend to continue to vigorously defend our

interests. No provision in respect of related legal expenses has been recorded at December 31, 2005.
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SUMMARY VERSION OF STATUTORY ACCOUNTS

ACCORDING TO BELGIAN GAAP
{in thousands of EURO}

December 31, 2005 2004
Assets

. Intangible assets . 31 -
lll. Tangible assets 476 615
IV. Financial assets 27,212 19,807
VIl. Amounts receivable within one year 54 92
VIIL. Investments . 20,296 14,000
IX. Cash at bank and in hand 637 429
X. Deferred charges and accrued income 245 126

Liabilities
I.  Capital - 3,677 3,667
Il.  Share premium account . 21,864 21,735
V. Reserves . 368 366
V. i i

434

VII.  Provision for liabilities and chariges : ’ 107 -
IX. Amounts payable within one yea\r 7,266 859
X.  Accrued.charges and deferred income ) .- 139 8

[
<
<




SUMMARY YERSION OF STATUTORY ACCOUNTS

(in

ACCORDING TO

housands of EURQ)

BELGIAN GAAP”

2005 2004

I. Operating income
A. Turnover 3,430 2,209
0. Other operating income ! 69 87

ll. Operating charges

B. Services and other goods 2,239 1,283
C. Remuneration, social security costs and|pensions 1,730 1,458
F. Increase (decrease) in provision for liabilities and charges - 107 -
G. Other operating charges 3 4

lll. Operating resutt

(580]) - {449)
IV. Financial income 7,694 312
V. Financial charges 142 (81]
VI. Profit [Loss) on ordinary activities before taxes 7,072 {218)
- VIi. Extraordinary income i B 236 -
I1X. Profit (Loss) for the period before taxes 7,308 [218)
X. Income Taxes (53) [70]
Xl. Profit (Loss) for the period 7,255 [288]
XM, Profit [Loss) for the period available for appropriation 7,255 (288)
Result Appropriation R

A. Profit to be appropriated 15,689 8,566
1. Gain [Loss) for the period available for appropriation 7,255 (288}
2. Profit brought forward 8,434 8,854

C. Transfers to capital and reserves 2 -
D. Result to be carried forward 15,530 B,434
F. Distribution of profit 157 132
3. Other allocations - 157 132
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* SHAREHOLDER INFORMATION

\

|

|

\
Corporate Headquarters o
ICOS Vision Systems Corporation NV
Research Park Haasrode, Zone 1
Esperantolaan 8
3001 Heverlee, Belgium
Tel. +32 16 39 82 20
Fax +32 16 40 00 67
www.icos.be - info@icos.be

Stock Exchange Listing
The Company’s Common Stock is traded on the Nasdaq National Market and Euronext
under the symbol "IVIS'.

Additional Information
Copies of the Company’s Annual Re\port on Form 20-F to be filed with the U.S.

Securities and Exchange Commission, will be available on request by contacting:

Investor Relations o -
ICOS Vision Systems Corporation NV
Belgium \
Tel.+3216 398295
Fax +3216 398210
investor.relations@icos.be

Financial Information »

ICOS Vision Systems Corporation NV
* Mr. Dominigue Vercammen

Belgium

Tel. +32 16 39 82 24

Fax +32 16398210

A Dutch -copy of this annual report is also available on request.

-



'SHAREHOLDER INFORMATION

Transfer Agent | )
Information concerning lost stock certifica‘tes, change of address, account status, or other questions
regarding your stock in ICOS Vision Systems Corporation NV should be directed to the Company's

transfer agent:

Melton Investor Services LLC
480 Washington Boutevard

Jersey, NJ 07310, USA . }
www.melloninvestar.com : N

Independent Registered Public Acco'untin}g Firm
Klynveld Peat Marwick Goerdeler Bedrijfsrevisoren,
represented by Mr. Jos Briers,
Hasselt, Belgium

Legal Counsels )
Brown Rudnick Berlack Israels LLP Eubelius
Boston, MA, USA . Brussels, Belgium

Liquidity Support

In compliance with Euronext’'s recommendations and in the interest of maintaining maximum liquidity of
the shares, the Company entered in 2003 into a tiquidity providing contract with Petercam NV.

|
|
|
Financial Services ‘ i
Petercam NV KBC Bank NV

Brussels, Belgium ‘ Brussels, Belgium

Annual General Meeting .
The Annual General Meeting of Shareholders of ICOS Vision Systems Corporation NV will be held
on Tuesday May 9, 2006 at 11:00 am, Espérantotaan 8, 3001 Heverlee, Belgium.




Certain statements in this annual report, including those contained in the letter to Sharehalders,
constitute forward looking statements, including statements about the Company’s plans, objectives,

expectations and intentions. The cfautionary statement made in this note should be read as being

applicable to all related forward-looking statements wherever they appear in this report. Such

forward-looking statements are subject to known and unknown risks, uncertainties and other factors
which may cause the actual results performance or achievements of the Company to be materially

different from any future results, per‘forrnance or achievements expressed or xmplled by such forward-
looking statements. Such factors |nclude ameong others, the company’'s dependence on the cyclical
semiconductor and electronic assembly industries, possible quarterly fluctuations in operating results,

risk associated with development of new products, rapid technological change, the early stage of

market development of certain appllcatlons of the Company s products, the Company's reliance on 0EM
Customers and the lengthy sales cycles of those customers, dependence on limited sources of supply

~for certam components, dependence upon outside contractors, customer concentration, proprietary

technology and intellectual property risks, competition, risks associated with management of growth

and possible future acquisitions, the ability of the Company to attract and retain key personnel, risks
associated with multinational operat:‘ons and currency exchange rate fluctuations, and other factors set

forth from time to time in the Company’s filings with the U.S. Securities and Exchange Commission.
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& 1COS Offices Europe

ICOS Vision Systems Corporation NV
Holding Company
Corporate Headquarters
Research Park Haasrode
Esperantolaan 8
3001 Heverlee, Belgium
Tel. {+32) 16 39 82 20
Fax (+32) 16 40 00 67

ICOS Vision Systems NV
Research Park Haasrode
Esperantolaan 8
3001 Heverlee, Belgium
Tel. (+32} 16 39 82 20
Fax (+32) 16 40 00 47

ICOS Vision Systems GmbH
Bajuwarenring 21
82041 Oberhaching/Munich,
Germany
Tel. [+49) 89 61375 90
Fax [+49] 89 625 28 25

Distributors Europe
« PTSLtd., UK
* GPSolar, Germany

= ICOS Offices US

ICOS Vision Systems Inc.
Three Lagoon Drive
Suite 160
Redwood City, CA 94065
Tel. (+1) 650 610 95 32
Fax {+1) 650 61095 33

Distributors US
» Capris Engineering, Costa Rica

WORLD-WIDE OFFICES

V2005

& ICOS Offices Asia

ICOS Vision Systems Ltd.
13F, Yokohama Nishiguchi, KN Bldg.
2-8-4 Kitasaiwai
Nishi-Ku, Yokohama, 220-0004
Japan
Tel. (+81)45 3160123
Fax (+81) 45 316 01 43

ICOS Vision Systems Pte. Ltd.
Tech Place Il .
Block 5002 # 02-12
Ang Mo Kio Avenue 5
Singapore 569871
Tel. (+65] 6484 54 10
Fax {+65) 6484 54 13

ICOS Vision Systems Limited
2nd Floor, Prosperity Centre
77-81 Container Port Road
Kwai Chung, New Territories
Hong Kong
Tel. (+852] 2793 1339
Fax [+852] 2950 9157

ICOS Vision Systems (Shenzhen) Co. Ltd.
" 2F & 3F, Black 2 -
King Wing Tat Technology Ind. Park
Gangtou, Bantian, Buji -
Shenzhen 518129, China
Tel. (+86) 755 8974 7448
Fax (+84) 755 8974 7438

ICOS Vision Systems Korea Co. Ltd.
Room 501-1, Deokin Boulevard # 537-2
Yatap-deng, Bundang-gu .
Seongnam-si, Kyeonggi-do
Korea
Tel. (+82) 31 703 9394
Fax (+82] 31 703 8881

Distributors Asia

* Hauman Enterprises Co., Ltd., Taiwan

¢ Hauman International Trading Ltd.,
China

¢ Kestronics Kuala Lumpur

« Kestronics Penang

< Marubun Corporation (Japan)

¢ Semateq Philippines
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ICOS Vision Systems Corporation NV
Esperantolaan 8
3001 Heverlee

~

Annual Report of the Board of Directors of ICOS Vision Systems Corporation NV
to the Annual General Meeting of 2006 regarding the financial year 2005.(1)

- General,

We have the honor to report on Th‘e activities of our Company, ICOS Vision Systems
Corporation NV (IVSC), during (rhe financial year 2005, and pursuant to the

applicable legislation and the Articles of Association, submit to your approval the
annual accounts closed on December 31, 2005.

Results obtained during the flnancml year.

The financial year 2005 closed with a profit of EUR 7.254.671,36 as opposed To a

loss of EUR 287.982,17 for the fln\ancml year 2004. The profit of the financial year

- was the result of interim-dividends. On January 31, 2005, the Company received

from ICOS Vision Systems Pte Ltd in Singapere and from ICOS Vision Systems Ltd.
in Hong Kong a in‘rerim—dividenfi of respectively SGD 6.500.000,- and HKD
45.000.000,-. The operating income of the financial year 2005 amounted to EUR
3.499.135,34. This is an increase in comparison to the previous financial year when
an operating income of EUR 2.296.936,99 was realized. This increase was due to the
higher activity level under the services agreement concluded with ICOS Vision
Systems NV. As a result of the exercise of 30.150 options related to the "ICOS
Vision Systems Corporation NV iZOOZ Stock Option Plan" in favor of certain
employees, the capital of the Company has been increased to EUR 3.677.256 03
represented by 10.557.460 shares.} The balance sheet total per December 31, 2005
amounted to EUR 48.951.438,99 a$ opposed to a balance sheet total per December
31, 2004 of EUR 35.069.372,26. |

Commen‘rs on the annual accoumis and the developments.

At the end of the last financial year IVSC held all but one share of ICOS Vision

Systems NV." The remaining share 1was held by ICOS Vision Sytems Ltd. Hong Kong. -

|
On December 19, 2005 ICOS Vision Systems Corporation NV acquired. all shares
both held by ICOS Vision SysfemslNV of ICOS Vision Systems, Inc. in the USA for.

- a total amount of EUR 3.427.197,9@ and all shares of ICOS Vision Systems, Ltd. in

Japan for a total amount of EUR ?.602.835,83. ‘Both companies provide sales and
suppart services in their local markets.

| |
Besides these new acquired compames IVSC also held all shares of ICOS Vision
Systems GmbH (previously, - QTec Industrie-Automation G&mbH). ICOS Vision
Systems GmbH is a company Tha'r serves as a research and development center
within the group and that is an essential center of know-how regarding digital signal
processing, optics and inspection al)gorlthms. :
\

5 o
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(1) The English version is translated from the original Dutch version and is for information purposes only.



ICOS Vision Systems Corporation NV

Esperantolaan 8
3001 Heverlee

IVSC held all shares of ICOS Vision Systems Ltd. in Hong Kong, ICOS Vision
Systems Pte. Ltd. in Singapore and of ICOS Vision Systems Korea Co. Ltd in South
' Korea. .
The operations of ICOS Vision Systems Ltd. in Hong Kong include research and
development, logistics and sales ac'nvmes Through this subsidiary, we acquired in
2004, a production plant in Shenzhen China. This company, ICOS Vision Systems
(Shenzhen) Co. Ltd. per'for'ms the final assembly of several of our inspection
systems. '

ICOS Vision Systems Pte. Ltd. in Singapore provudes sales and suppor? services in
the area Singapore, Malaysia and Thailand.

ICOS Vision Systems Korea Co. Ltd. in South-Korea provides sales services on the
Korean markefr.,

Given the positive situation of fhe cqpl'ral and reserves of all subsidiaries, the Board
of Directors is of the opinion That there is no reason for a reduction in value of the
participations held in all above merrhoned participations.:

In July 2000, ICOS was served with a Summons and Complaint by Scanner

‘Technologies Corporation ("Scannér") in the United States District Court, Southern
District of New York. The Complr‘.(inf alleged that certain of ICOS' products, which
relate to stereo vision inspection|of ball grid array, chip scale package and bumped
wafer products, infringe U.S. Pa‘ren‘r Numbers 6,064,756 and 6,064,757. Although
ICOS believes that its Technology and products do not infringe any of these
patents, ICOS partially settled the case in May 2003 for the majority of the
systems it sold in the United States, those containing one light source.

For the remainder of the sysfem\s, those containing two light sources, the District
Court ruled in summary judgment that ICOS was not infringing the patents. Scanner
appealed this ruling in 2003 and| on April 23, 2004, the United States Court of
Appeals for the Federal Circuit|vacated the District Court's summary judgment
decision on a narrow issue of patent claim construction, ruling that a literal reading
of Scdnner’'s patents at issue |covered stereo vision inspection systems with
“illumination from one or more Iigh‘f sources, and remanded the case to the District
Court for further proceedings based upon this new construction. The Appeals Court
ruling did not address whether any of ICOS' products infringe any patent claims of
Scanner or whether any of those <|:la|ms including those relating to one or more light
sources, are valid or enforceable. The trial in the District Court took place in Mar'ch
2005 and the parties are awaiting|a ruling.

4
4

(1) The English version is translated from the original Dutch version and is for information purposes onbv._

TE

i



ICOS Vision éystems Corporation NV

Esperantolaan 8
3001 Heverlee

In July 2005, ICOS initiated a suit against Scanner in the United States District
Court for the Southern District of New York, seeking declaratory relief declaring
that certain new patents issued dnd assigned to Scanner, and relating to the same
or similar technology, are not finfringed by any ICOS inspection methods or
processes. The suit was filed‘ by ICOS based on the company's reasonable
* apprehension that ICOS may be‘ sued by Scanner for infringement of the new
Scanner patents. ICOS' suit against Scanner also seeks to enjoin Scanner from
activities which ICOS believes cor“\s‘ri‘ru‘re unfair competition. Scanner has moved to
dismiss the complaint or, in the alternative, to transfer the case to Minnesota
where Scanner is headquartered. | '

| .
While we continue to believe Tht:f we do not infringe any valid or enforceable
patents of Scanner . Technologiés, ongoing litigation can be costly, and time
consuming, and we cannot guarantee that we will prevail. If Scanner were to prevail,
it could obtain damages or expenses relating to the limited number of systems we
have sold in the United States, c}znd enjoin us from further selling the infringing
products or otherwise infringing Scanner’s patents in the United States. We intend
to continue to vigorously defend . our interests. No provision in respect of related
legal expenses has been recorded aT December 31, 2005.
Allocation of the results. i
The profit for the year avallable‘ for appropriation amounts to EUR 7.254.671,36.
After the carry forward of profits, the Board proposes to the shareholders not to
distribute any dividends for the fmcncml year 2005, in conformity with the pohcy
of The Company since its introduction at the stock market.

|
After the carry forward of the p‘rofi‘rs brought forward of the preceding financial
years-amounting to EUR 8.434. 062 20, an amount of EUR 1.737,77 will be added to
the legal reserves. For the profn‘ sharing plan, in conformity with the Belgian Law
of May 22, 2001 in respect of |the participation in the capital and profits of
companies. the Board of DurecTors proposed to allocate to the employees of the
company an amount of EUR 156. 732 52 (after deduction of social securities and
taxes) As a result, the profit brough’r forward to'the next fiscal year amounts to

EUR 15.530.263,27.

Research and development. (
Given its activities IVSC NV does not perform any research and development.

Important events after the end of the financial year.
There are no important events after the end of the financial year.

sk

(1) The English version is translated from the original Dutch version and is for information purposes only.
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ICOS Vision Systems Corporation NV
Esperantolaan 8
3001 Heverlee

Use of financial instruments.

The Company does not make usei of financial instruments that are material to the
assessment of our financial position and results.

Statutory Auditor.

In the course of the year an amou.‘m'r of EUR 117.750 was paid by the Company to the

statutory auditor or by a company linked with the statutory auditor for additional

services,

We believe that the most |mporfan‘r risk that we are exposed to, is connected to
the nature of the semiconductor capn’al equipment market. This market is cyclical in
nature and the technical requnrerqents in this market are high and change rapidly.

Further, the market is geograpHicaIly spread over major parts of the world. We
believe that we have good r‘elafio}ns with our employees and we also believe that we

don't have any substantial enviro'rlnmenfal risks.

|

Discharge.
We hereby request that you give discharge, by separate vote, to all directors and

the statutory auditor for the performance of their mandate during the previous
financial year.

Anton DeProft

- Jos Verjans -
s President and CEQ

Chairman of the Board of DlrecTo

y
i
»
|

(1) The Enelish version is translated from the }arieinal Dutch version and is for information purposes ontv.
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KPMG Bedrij‘fsrevisbren Tel. +3211286610

llgatlean 7 | Fax +32 11286619
3500 Hasselt| www.kpmg.be
Belgié

Report of the Statutory Auditor (Commissaire/Commissaris) for the year ended
December 31, 2005 submitted to the general shareholders' meeting of
Icos Vision Systems Corporation N.V.,

- (FREE TRANSLATION OF UNQUAL]F[ED STATUTORY AUDITOR'S
. REPORT ORI G‘INALLY PREPARED IN DUTCH)
In accordance with legal and statutory Lequirements, we are reporting to you on the completion
of the mandate, which you have entrusted to us.

We have audited the financial statements as of and for the year ended December 31, 2005 witha
balance sheet total of EUR 48.951 438 ,99 and a profit for the year of EUR 7.254.671,36. In
addition we have carried out the spec1ﬁc additional audit procedures required by the Company
law.

The board of directors is responsible for the preparation of the financial statements and the
assessment of the information to be included in the director’s report. Our responsibility as

statutory auditor is to examine these documents in accordance with Belgian general auditing
standards. ‘

Unqualified audit opinion on the financial statements

We conducted our audit in accOrdahce with the standards of the “Institut des Reviseurs
d'Entreprises-Instituut der Bedrij fsrev1soren Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial: statements are free of
material misstatement, taking into account the legal and regulatory requirements appllcable to

financial statements in Belgium.

In accordance with these standards we have considered the Company’s administrative and
accounting organisation as well as its internal control procedures. The Company's management
have provided us with all explanations/and information, which we required for our audit. We
examined, on a test basis, evidence supportmg the amounts in the financial statements. We
assessed the accounting policies used and significant accounting estimates made by the
Company, as well as the overall presertation of the financial statements. We believe that our

audit provides a reasonable basis for our opinion.

-In our opinion, taking into account ’the prevailing legal and regulatory requirements, the

financial statements present fairly thﬁ. Company’s net worth and financial position as of

December 31, 2005 and the results of its operations for the year then ended and the disclosures
made in the notes to the financial statements are adequate.
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Report of the Statutory Auditor (Commissaire/Commissaris) for the year ended
December 31, 2005 submitted to the general shareholders' meeting of
Icos Vision Systems Corporation N.V.

Additional assertions

As required by generally accepted auditing standards the following additional assertions are

provided.. These assertions do not alter ou‘r audit opinion on the financial statements.

|

¢  Based on the information made availal?le to us, the directors’ report contains the information
required by law and is consistent with the financial statements.

e The appropriation of results proposed to the general meetmg complies with the legal and
statutory provisions.
\
e There are no transactions undertaken or decisions taken in violation of the Company’s
statutes or Company Law, which we have to report to you.
e  Without prejudice to certain formal aspects of minor importance, the accounting records are
maintained and the financial staterﬁenﬁs have been prepared in accordance with the

applicable Belgian legal and regulator‘y requirements.

Klynveld Peat Marwick Goerdeler Bedrjfsrevisoren - Reviseurs d'Entreprises
Statutory Auditor '
' represented by

Jos Briers
Bedrijfsrevisor/Réviseur d’Entreprise

Heverlée, February 14, 2006




